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SHIP MORTGAGE INSURANCE LEGISLATION 


MONDAY, JUNE 9, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D. C. 


The committee met at 10 a. m., pursuant to notice, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) presiding. 

The CHarrMan. The committee will come to order. 

The committee has under consideration this morning H. R. 12739, 
to amend section 1105 (b) of title XI (Federal ship-mortgage insur- 
ance) of the Merchant Marine Act, 1936, as amended, to implement the 
pledge-of-faith clause. 

(H. R. 12739 is as follows :) 


[H. R. 12739, 85th Cong., 2d sess.] 


A BILL To amend section 1105 (b) of title XI (Federal Ship Mortgage Insurance) of the 
Merchant Marine Act, 1936, as amended, to implement the pledge of faith clause 


Be it enacted by the Senate and House Representatives of the United States 
of America in Congress assembled, That section 1105 (b) of the Merchant Marine 
Act, 1936, as amended (46 U. S. C. 1275 (b)), is amended by inserting at the 
end thereof the following sentences: “If at any time the moneys in the Federal 
Ship Mortgage Insurance Fund authorized by section 1102 of this Act are not 
sufficient to pay any amount the Secretary of Commerce is required to pay by 
subsection (a) of this section, the Secretary of Commerce is authorized to issue 
to the Secretary of the Treasury notes or other obligations in such forms and 
denominations, bearing such maturities, and subject to such terms and condi- 
tions as may be prescribed by the Secretary of Commerce, with the approval of 
the Secretary of the Treasury. Such notes or other obligations shall bear interest 
at a rate determined by the Secretary of the Treasury, taking into consideration 
the current average market yield on outstanding marketable obligations of the 
United States of comparable maturities during the month preceding the issuance 
of such notes or other obligations. The Secretary of the Treasury is authorized 
and directed to purchase any notes and other obligations to be issued hereunder 
and for such purpose he is authorized to use as a public debt transaction the 
proceeds from the sale of any securities issued under the Second Liberty Bond 
Act, as amended, and the purposes for which securities may be issued under such 
Act, as amended, are extended to include any purchases of such notes and obli- 
gations. The Secretary of the Treasury may at any time sell any of the notes or 
other obligations acquired by him under this section. All redemptions, purchases, 
and sales by the Secretary of the Treasury of such notes or other obligations shall 
be treated as public debt transactions of the United States. Funds borrowed 
under this section shall be deposited in the Federal Ship Mortgage Insurance 
Fund and redemptions of such notes and obligations shall be made by the Secre- 
tary of Commerce from such Fund.” 


The CuairmMan. The first witness this morning is Mr. Morse. 
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STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR, 
ACCOMPANIED BY JOHN R. TANKARD, OFFICE OF GENERAL 
COUNSEL, AND JAMES L. WALLACE, OFFICE OF THE COMPTROL- 
LER, MARITIME ADMINISTRATION, DEPARTMENT OF COMMERCE 


Mr. Morse. Good morning, gentlemen. 

Mr. Chairman, I have with me this morning John Tankard, from 
our General Counsel’s Office, and Mr. James Wallace, from our Comp- 
troller’s Office, each of whom are more familiar with the details of 
title XI problems than I am. 

I have a prepared statement which I would like to read at this time. 

The bill, H. R. 12739 (to amend sec. 1105 (b) of title XI of the 
Merchant Marine Act, 1936, as amended, to implement the pledge-of- 
faith clause), is an introduction of proposed legislation submitted 
to the Congress by the Department of Commerce, Maritime Adminis- 
tration, with the approval of the Bureau of the Budget, and referred 
to your committee. The draft legislation was worked out with the 
advice of the Department of the Treasur y and is in accord with their 
suggestions. 

We }appreciate very much your prompt consideration of the measure. 
The need for this legislation is urgent. Early action is needed in 
order to secure lower interest rates in connection with financing the 
merchant-ship replacement program, particularly in the case of high- 
cost passenger vessels now under construction, and which will be 
delivered within a very few months. 

The bill, in short, has for its purpose and intent the following: 
(1) To implement and make effective the full objective of title XI; 
(2) to make title XI Government-guaranteed ship- mortgage bonds 
of interest to investors, big and small alike; and (3) to effect savings 
in interest, not only to the Government, but also to the shipbuilder. 

The Department of Commerce, Maritime Administration, is author- 
ized to insure construction loans and mortgages on certain types of 
cargo- and passenger-carrying vessels and other watercraft (title XI, 
Merchant Marine Act, 1936, as amended; 46 U.S. C. 1271 ff.). Re- 
ceipts representing premiums for insurance and certain incidental fees 
are deposited in the Federal ship-mortgage insurance fund (a revolv- 
ing fund for the purpose of carrying out title XI) and such deposits, 
together with such amounts as may be appropriated or otherwise made 
available, m: iy be used for the redemption of any loans or mortgages 
in case of default (46 U. S. C. 1275). The outstanding balance of 
insured loans and mortgages at the end of the current year is expected 
to reach $225 million, and it is estimated that insured ship loans and 
mortgages under the title will exceed $600 million by the end of 1959. 

Section 1103 of title XI (46 U.S. C. 1272) provides that: 

(d) The faith of the United States is solemnly pledged to the payment of 
interest on and the unpaid balance of the principal amount of each mortgage 
and loan insured under this title. 

Section 1105 of title XI (46 U.S.C. 1275) provides that, in the case 
of a default in payment of principal and interest, the insured mort- 
gagee may demand payment by the Secretary of Commerce of the 
unpaid prine ipal and accrued interest. Upon offer of an assignment 
within 30 days from date of demand, the Secretary must promptly 
pay in cash to the mortgagee the amount of the unpaid principal and 
unpaid iuterest to date of payment. 
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The Government guaranty under title XI guarantees payment of 
100 percent of the principal and interest of construction loans and 
mortgages (which do not exceed 75 percent, and in some cases 8714 
percent, of the actual cost of the vessel). Interest rates paid to the 
mortgagee by the mortgagor have been at rates not in excess of 5 
percent (rates up to 6 percent are possible on the basis of certain 
findings). Under current practice, ere for mortgage insur- 
ance, generally, propose an interest rate of 5 percent per annum. 
Certain applicants for insured loans are wth wie funds for a replace- 
ment program so large that funds accumulated in statutory reserve 
funds of the operators are insufficient to carry out entire programs, 
particularly when the companies are faced with requirements for 
replacement of passenger vessels in the near future. The costs of 
new construction are so large and the total of interest payments are 
correspondingly so large that the item of interest becomes critical in 
progress of the ship-replacement programs. 

Two companies with passenger-ship replacements specifically pro- 
pose, as is permitted under title XI, making a loan to be underwritten 
as a public issue of bonds secured by a Government-insured ship mort- 
gage. Such a procedure was contemplated by the Congress under 
title XI, which was enacted to enable new ship construction to be 
financed through public investment rather than by direct Government 
loans. 

Underwriters have assured the Maritime Administration and the 
companies contemplating such issues that very low interest rates (pos- 
sibly as low at the 314 percent Government loan rate under the Mer- 
chant Marine Act, 1936) can be secured. But such low rate for the 
public issue can be secured only if the underwriters can assure 
investors that any default in the insured mortgage will at once be 
made good; that is, the necessary funds to pay up accrued unpaid 
principal and unpaid interest of a defaulted insured mortgage will be 
available without delay. 

Thus implemented, the pledge above recited would serve its ulti- 
mate purpose—that of facilitating investment by the small investor 
under Government guaranty, so that interest rates should be very little 
above that carried by long-term Government bonds. Such a saving In 
interest cost would be beneficial both to the United States Government 
as well as the shipping companies. Reduction of costs of financing 
construction will be reflected in greater subsidy recapture. All oper- 
ating-differential-subsidy contracts contain recapture provision, 
whereby the United States shares equally with the subsidized operator 
all profits arising from subsidized oper ations in excess of 10 percent 
of capital necessarily employed in the operations. ‘The decrease in 
the rate of interest would also ean the contingent lability of the 
Government for accrued unpaid interest in the case of a default. 
Prompt payment results in interest savings to the Government after 
default. 

There has been one default under an insured mortgage. Inasmuch 
as there were not sufficient available moneys in the fund promptly to 
pay upon demand the Government obligations under the title, the 
Congress in the Second Supplemental Appropriations Act, 1958 (Pub- 
lie Law 85-352, 85th Cong.), made not to exceed $10 million from the 
vessel-operations revolving fund of the Maritime Administration 
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available for the purpose of meeting the obligations under title XI 
in respect of any default (46 U.S. C. 1241a). ~ This will be available 
until June 30, 1959, if the 1959 appropriation act passes in its present 
form. 

It would be very difficult to establish the amount of the necessary 
reserve to meet possibilities: of default. It is proposed, therefore, that 
authority be vested in the Secretary of Commerce to borrow from the 
Secretary of the Treasury sufficient moneys to make the required pay- 
ments in the event of any default. 

Under this plan, the Secretary of the Treasury would loan the Secre- 
tary of Commerce the needed funds as a public-debt transaction. The 
loans would be subject to such terms and conditions as may be pre- 
scribed by the Secretary of Commerce with the approval of the Secre- 
tary of the Treasury. The notes or other obligations would bear inter- 
est at a rate determined by the Secretary of the Tre: asury, taking into 
consideration the current average market yield on outstanding m: arket- 
able obligations of the United States of comparable maturities during 
the month preceding the issuance of such notes or other obligations. 
Any such loan with interest thereon would be repaid from the Federal 
ship-mortgage insurance fund, which is maintained with premiums 
paid for insurance, incidental fees, receipts from disposition of assets 
acquired under title XI, and any necessary additional appropriations. 

As T have said, the Bureau of the Budget has approved this bill, and 
we urge the earliest possible action thereon. 

Four large passenger vessels will be delivered in the next few 
months and the arrangements for the insurance of the mortgages on 
these vessels and the public issuance of securities based thereon must 
be promptly made in advance of the delivery of these vessels. Other- 
wise, the advantage of general public participation and the reduced 
interest costs will be lost to the disadvantage of the owners of the 
new vessels and the United States Government as insurer of the mort- 
gages. 

Let me emphasize the great mutual advantage to the Government, 
the taxpayer, and to the merchant marine which is anticipated by this 
plan of public issue of steamship-company securities. The Govern- 
ment and the taxpayer will not only secure the fullest advantages of 
the purpose of the Government guaranty of private financing, but the 
plan will attract the individual investor who has a few hundred or a 
few thousand dollars to invest with safety. Such an investor there- 
after will feel he has a direct personal interest in the American mer- 
chant marine, its activities, and its place in the national economy. 
Attaining private investment in the merchant marine has been a con- 
tinuing problem. The value of broadened public interest in the 
American merchant marine can scarcely be overestimated. 

The Cuarrman. This bill was transmitted to the committee by the 
Secretary of Commerce and in the letter it is stated : 

The Bureau of the Budget has advised that there would be no objection to the 
submission of this proposed legislation to the Congress. 


As I understand from Mr. Morse and from this letter, this proposed 
legislation has been approved by the Treasury. 

“Mr. Morse. Yes, sir. 

The Cuarmman. And the Bureau of the Budget, the agencies af- 
fected ¢ 
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Mr. Morse. Yes, sir. 
The CuarrmMan. So, based on that, I called immediate hearing on 
9 t 
the bill as this would be in lieu of reports from these agencies and it 
can be stated in the record here that the reports would be favorable 
had we waited for official reports. 

Mr. Morse. Technically, I do not know what the procedure would 
be, but that would be my understanding of the effect of my statement 
and the effect of the letter of the Secretary of Commerce. 

The CuarrMan. The letter of transmission sets forth those facts. 
Therefore, we held this hearing under this short notice. 

Mr. Morse, in your general statement you mentioned one default. 
For the record, what was this default 4 

Mr. Morse. T. M. T., Inc. 

The Cuarrman. What is that ? 

Mr. Morse. That is a corporation that operated the Carzb Queen 
between Florida and Puerto Rico. 

The CuarrmMan. Was it passenger or freight ? 

Mr. Morse. It wasa roll-on roll-off operation, freight vessel. 

The Cuatrman. Is that service being rendered now by any other 
ship operator / 

Mr. Morse. I cannot answer that, Mr. Bonner. 

The CuatkmMan. I have now the report from the Treasury in a letter 
dated June 6. 

The committee is also in receipt of a letter, dated today, from the 
Comptroller General of the United States, stating that the General 
Accounting Office interposes no objection to enactment of this bill. 

We will put those letters in the record at this point. 

(The letters referred to follow: ) 

TREASURY DEPARTMENT, 
Washington, D. C., June 6, 1958. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on I. R. 12739, to amend section 1105 (b) of tithe XI (Federal 
ship-mortgage insurance) of the Merchant Marine Act, 1936, as amended, to 
implement the pledge-of-faith clause. 

The proposed legislation would amend section 1105 (b) of the Merchant 
Marine Act, 1936, to authorize the Secretary of Commerce to borrow funds from 
the Secretary of the Treasury to make payments on ship-mortgage insurance 
claims if moneys in the Federal ship-mortgage insurance fund are insufficient 
to make such payments 

The Department would have no objection to the proposed legislation. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
JULIAN B. Bartrp, 
Acting Secretary of the Treasury. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D.C., June 9, 1958. 
Hon. HErpert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr. CHAIRMAN: Further reference is made to your letter of June 2, 
1958, acknowledged on June 3, requesting the comments of the General Account- 
ing Office concerning H. R. 12739, 85th Congress. 2d session, entitled “A bill to 


31656 osS— 2 
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amend section 1105 (b) of title XI (Federal ship-mortgage insurance) of the 
Merchant Marine Act, 1936, as amended, to implement the pledge-of-faith clause.” 

Since it is apparent that the bill is intended to fulfill the Government’s obliga- 
tions in the event of default and insufficiency of funds in the Federal ship 
mortgage insurance fund, we interpose no objection to its enactment. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


The Cuarrman. Mr. Allen. 

Mr. Auten. Mr. Chairman. 

Mr. Morse, to pursue the foreclosure proceeding to the conclusion, 
what happened to the Carib Queen and what happened to the fore- 
closure proceedings ? 

Mr. Morse. We had a mortgage of slightly over $4 million on that 
vessel. We had something in the neighborhood of $600,000 in our 
revolving fund. We negotiated with the mortgagee on a basis that 
we paid them. as I recall, "$600 ,000 on account of the . debt. That trans- 
ferred the mortgage to us. We foreclosed the mortgage and we are 
now the owner of the vessel. With the enactment of the second supple- 
mental for 1958, we were placed in funds to pay the balance of the 
mortgage, and that has been done. 

Mr. AtLeN. Will there now be a procedure to sell the vessel ? 

Mr. Morse. Yes. There will be. It will be either to sell or char- 
ter. We have not been active on that at the present moment, primarily 
because this is a depressed-market condition both for charter and sale, 
so that we feel that, unless there is someone who comes in and offers 
a price which will pay us in full, unless someone volunteers a price of 
that sort, we think that we would be better off to defer attempting to 
sell it for the time being. 

Mr. Auxen. Is there a reasonable expectancy that the sale of the 
ship will pay back to the Government all the moneys that the Gov- 
ernment would have coming on the mortgage # 

Mr. Morse. Yes; there is a reasonable expectancy that we will be 
reimbursed in full. 

Mr. Auten. Turning to the bill before us, some time ago this com- 
mittee reported and the Congress enacted a bill providing for 100 
percent of mortgages. That was a rather complete piece of legisla- 
tion, or was so considered at the time, and it authorized and con- 
templated the issuance of bonds to the public. Is it accurate to say 
that the present bill does not change in any particular way the 
philosophy of that former legislation or the obligations which it was 
intended that the Government should assume under that bill, but, on 
the other hand, is intended to further the performance of the objectives 
of that bill? 

Mr. Morse. That is an accurate statement, and I thought I had 
so indicated in my prepared statement. 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuarrman. Mrs. Sullivan? 

Mrs. Suuuivan. Mr. Chairman. 

Mr. Morse, I wonder if you could tell me what is the total amount 
of money available in this Federal ship-mortgage insurance fund ? 

Mr. Morse. To date we have collected approximately three-fourths 
of $1 million in premiums and fees. 

We were authorized to draw up to $10 million into the fund from our 
ship-operations revolving fund, and we have disbursed out a little 
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over $4 million, so that we have somewhere in the neighborhood of 
between $6 million and $7 million available in the fund at the present 
moment. 

Mrs. Sutxivan. That is available? 

Mr. Morse. That is right. Eventually, we will have to reimburse 
our operations revolving fund the amounts which we borrowed or 
may borrow from it. 

Mrs. Sutxrivan. Is there a peng: as to how much you can insure? 
Is it a ceiling of some $10 million or $20 million ? 

Mr. Morse. One billion dollars. 

Mrs. Suuiivan. I think that is all, Mr. Chairman. 

Mr. Morse. Further, as to why we think this legislation is de- 
sirable, and I think we used these figures in the big-ship legislation 
which was before this committee in recent weeks, we have computed 
that, if the owner paid 41% percent interest and paid a mortgage-in- 
surance premium of one-h: alf of 1 percent as compared with going the 
Government financing route at 314 percent interest, that over a period 
of 20 years the ine reased cost, Which would also include the commit- 
ment fees, would aggregate $6,902,000. If this company, the United 
States Lines, were in a recapture position, that would mean that the 
Government would recoup half of $6,902,000 over the 20-year life of 
the ship on its operating-subsidy contract. That is one advantage 
to the Government. 

Of course, the amounts that we are talking about on cargo-ship 
financing would be substantially less than these amounts on the big- 
ship financing for individual units but, in the aggregate, it will amount 
toa very substantial figure. 

Mrs. Sutiivan. That is all, Mr. Chairman. 

The Cuairman. Mr. Van Pelt‘ 

Mr. VaN Pett. I have no questions. 

The CuatrmMan. Mr. Pelly ? 

Mr. Petzy. Mr. Chairman. 

Mr. Morse, had this legislation been enacted prior to the consider- 
ation of the bill to construct 2 super passenger liners, would there have 
been any different estimates as to the cost of financing as between 
Federal financing and private financing in those 2 instances? 

Mr. Morse. Yes; several factors. One is that there will be a small 
differential in the interest rate itself, even with this legislation. 

The finance people that will testify can more accurately tell you 
what it might be. but I believe it will be in the area of three-eights 
to five-eighths percent increase, even with this bill enacted, as com- 
pared with the cost of the Government money 

Secondly, there would be the interest which would be charged to 
the owner during the construction period which is not charged to him 
going the Government financing route, plus the commitment fees in 
obtaining his private financing which would not be charged to him 
on the Government financing route, and, also, of course, the one-half 
percent minimum premium that we char ge for the mortgage insurance. 

Mr. Petty. From the private opet rator’s standpoint, there would be 
a benefit in direct Federal financing but from the taxpayer’s point of 
view, I gather that there would be several advantages as far as the 
private financing under the authority in this legislation. 

Mr. Morse. Yes. We have favored private financing. 
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The Administration has favored private financing with the idea of 
getting the Government out of business as much as possible and, of 
course, it has an effect on the debt ceiling of the Government as well 
as borrowings that the Government must make if we go the Gov- 
ernment-financing route. 

Mr. Petty. That is all, Mr. Chairman. 

The CHatrmMan. Mr. Gross. 

Mr. Gross. Mr. Morse, how much was in the revolving fund when 
the foreclosure was taken on the Carib Queen? 

Mr. Morse. As I reeall, between $600,000 and $700,000. 

Mr. Gross. Did that action strap the fund ? 

Mr. Morse. Virtually. 

Mr. Gross. Who owns this vessel? Tell me a little about it. I 
believe the Appropriations Committee this year went into it to some 
extent; is that correct ? 

Mr. Morse. That is correct. 

Mr. Gross. I did not know this bill was coming up this morning 
or I would have looked up the hearings before the Appropriations 
Committee. 

Who owned that vessel ? 

Mr. Morse. T. M. T. 

Mr. Gross. Who held the indebtedness on the vessel ? 

Mr. Morse. Prudential Insurance Co. was the mortgagee and we 
insured the mortgage to the Prudential Insurance Co. 

Mr. Gross. And the vessel is valued at about $4 million ? 

Mr. Morse. It was valued, as I recall, in the neighborhood of $5 
million with a mortgage of approximately $4 million. 

Mr. Gross. But the Prudential Insurance Co. will get its money 
eventually ? 

Mr. Morse. It has been paid in full. 

Mr. Gross. That is why the fund is now strapped. 

Mr. Morse. Yes, sir. That was why we had to go to the Congress 
in the second supplemental appropriation for 1958 to enable us to 
transfer $10 million from our operations revolving fund to this 
mortgage revolving fund. 

Mr. Gross. Tell me something about this financing proposition. Do 
I understand that under this legislation the Secretary of Commerce is 
authorized to issue Treasury notes, Treasury certificates ? 

Mr. Morse. No. As I understand the procedure, the Secretary of 
Commerce would call on the Secretary of the Treasury for X amount 
of dollars. 

Mr. Gross. That is not what the bill says, is it, Mr. Morse? It 
says— 

* * * the Secretary of Commerce is authorized to issue to the Secretary of the 
Treasury notes or other obligations in such forms and denominations * * *, 
and so on and so forth. 

In what other department or agency of a department is the Secre- 
tary of the Department authorized to issue Treasury notes or other 
obligations ? 

Mr. Morse. This legislation is patterned on Public Law 1016, 84th 
Congress, chapter 1025, 2d session, which is the Federal Flood Insur- 
ance Act of 1956. This particular section of which we are talking is 
patterned on section 15 (e) of that legislation. 
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Mr. Gross. Is this the only one where that provision of law is being 
used ; do you know ? 

Mr. Morse. Mr. Gross, it is my understanding that there are 5 or 6 
Government corporations that are authorized to issue securities of 
this similar character to the Secretary of the Treasury. Housing 
Administration is one and we will identify for the record the names of 
these other organizations. 

Mr. Gross. Is this not in effect, Mr. Morse, a printing press money 
bill? 

Mr. Morse. I would say not. 

Mr. Gross. Why not¢ Ifthe Secretary of Commerce can authorize, 
subject to approv: al of the Secretary of the a the printing of 
Treasury notes or the issuing of Treasury notes, I do not see how it 
can be anything other than a printing press money bill. 

Mr. AtLeN. Mr. Gross, would you yield for a question 

Mr. Gross. I would be glad to yield. 

[am looking for information. 

Mr. Autten. Mr. Morse, preliminary to that question, how is the 
money paid into the insurance fund? Is the full amount of the one- 
half of 1 percent premium paid in at the outset or do you collect 314 
vercent and one-half percent premium as the mortgage is paid ? 

Mr. Morse. We collect the one-half percent on an annual basis. 

Mr. ALLEN. Would that have the effect, if the insurance premium 
were set at the proper level, of ultimately repaying the fund whatever 
might be advanced by the Secretary of the Treasury for an early loss? 

Mr. Morse. Unless we seriously err in our approvals of mortgages 
this will be a self-sustaining and actually a profitable operation. 

Mr. Auten. Thank you, Mr. Gross. 

Mr. Gross. This seems to - to be, Mr. Morse, a rather unusual 
method of providing finance. I do not know, without further research, 
that Iam qualified to go into it any further at this time. 

It seems to me that if ever there was a printing press money bill 
this is it. 

Mr. Morse. It is my understanding, Mr. Gross, that the Secretary 
of Commerce borrows money from the Secretary of the Treasury and, 
if the Secretary of the Treasury does not have adequ: ite funds on hand, 
I assume that he has statutory recourse to obtain funds by borrowings. 

Mr. Gross. By the simple device of issuing Treasury notes or some 
other form of obligations against the Government of the United States, 
but it is purely one of printing and issuing certificates, isit not? It 
has to be that way. 

Mr. Morse. Well, I would not care to designate it in that manner, 
Mr. Gross. 

Mr. Gross. That is all, Mr. Chairman. 

Mr. ALLEN. Would you yield once more? 

Mr. Gross. Yes. 

Mr. AtLeN. On these notes that the Secretary of the Treasury buys 
from the Secretary of Commerce, it is true under the bill, is it not, that 
the Secretary of the Treasury could in turn sell those notes to the pub- 
lic and actu: ully recoup his funds without any new money being put in 
circulation ¢ 

Mr. Morse. That is my understanding. 

Mr. Gross. Had you finished ¢ 

Mr. ALLEN. Yes. 
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Mr. Gross. I am hazy about all this and perhaps was not even on 
this committee when the bill was passed to which I believe Mr. Pelly 
or Mr. Allen referred a while ago for the public purchase of bonds for 
this purpose. Was that in the original legislation 

Evidently there is not very much confidence that the public is going 
to buy these bonds or you would not be going to this method of financ- 
ing. Is that correct? 

Mr. Morse. We are talking about two different things here, I think, 
Mr. Gross, the purchase of bonds by the public, the mortgage insurance 
bonds. ’ 

The reason for this legislation is to make those bonds more accept- 
able to people generally so that they would buy mortgage bonds, which 
is what we are talking about, not the bonds of the Secretary of Com- 
merce. It is so that the public would buy these mortgage bonds on 
the full faith and credit of the Government so that, in the event there 
was a default, they would be paid immediately. 

Mr. Gross. You do not anticipate that the public is going to buy this 
form of financing you provide for in this bill, do you, except as they 
are compelled to do it through support of the Federal Government. 
I do not believe there would be any necessity for the legislation if 
that is so. 

Mr. Morse. The purpose of the legislation is to enable us in the event 
of a default to immediately pay the mortgagee. 

Mr. Gross. I understand. 

Mr. Morse. There are two ways of doing that, having funds im- 
mediately available. One is to have money in our till in an amount 
sufficient to pay defaults if defaults occur. We have no way of deter- 
mining in advance that there will be any defaults. We endeavor to 
our utmost to assure that there will be no defaults. If there are de- 
faults and we have $600 million worth of mortgages outstanding, are 
we to have frozen $10 million or $100 million or $600 million in our 
till to be available in the event of defaults? 

Mr. Gross. I understand that you have to have money and I hope 
that you will not have defaults but this bubble is going to burst 
some day and I think you want to be prepared. 

I just do not know whether I favor this kind of financing because 
I reiterate that I think it is a printing press money bill. 

Mr. Atten. Would you yield again ? 

Mr. Gross. Yes. 

Mr. Auten. Mr. Morse, is not Mr. Gross in the original question, a 
couple of questions back, entirely correct that under the existing sys- 
tem before we passed the bill for insurance of mortgages issued to 
the public the public would not touch a dime of financing for the 
American merchant marine and at that time, in order to get away 
from the situation where the Federal Government was putting up 
75 percent of the money, we passed a bill saying the Federal Govern- 
ment would let the company get the money from the public and 
insure 90 percent of it and even with 90 percent insurance the public 
would not touch a dime of it? Then we passed an amendment for 
100 percent insurance and the result has been that, while we are liable 
for 100 percent insurance, the money comes originally from the 
public instead of out of the Public Treasury as it used to? We may 
have to put up the money to take care of the bad mortgage but we 
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used to own the mortgage in the first place in every instance and the 
public would not touch it without the 100 percent guaranty that made 
it almost as good as the Government bonds in the first place, is that 
right? 

Mr. Morse. That is correct. 

Mr. Gross. That is all, Mr. Chairman. 

The Cuarrman. Mr. Curtin ? 

Mr. Curtin. I have no questions, Mr. Chairman. 

The Cuarrman. Do you have questions, Mrs. Sullivan ? 

Mrs. SuLuivan. I have no questions. 

The Cuarrman. In addition to this default of which you have 
spoken, are there any others in sight ? 

Mr. Morse. None under the ship mortgage legislation and I might 
state for the record that, of the nearly 200,000 ships that were sold 
under the 1946 Ship Sales Act, there have been 1 or 2 defaults at the 
maximum, so that the record has been very good as far as the Govern- 
ment and defaults are concerned. 

The Cuairman. That is what I wanted to clear up here. So that, 
according to the record up to now, the percentage is way against the 
possibility of having to use this means of obtaining the money in case 
of default. 

Mr. Morse. Yes, sir. 

The Cuarrman. It is just here for a security purpose where you 
have to have action promptly. 

Mr. Morse. That is correct, Mr. Bonner. 

The CuatrMan. So that the experience has been that had this been 
in effect you would have used it in only one case ? 

Mr. Morse. That is correct. 

The Cuarmman. Of course, the Secretary of Commerce does not 
just say, “Here it is,” but the Secretary of the Treasury has to ap- 
prove, according to this bill, and annually he goes back and looks 
into your transactions to approve this transaction, were it to take place. 

Mr. Morse. I am sure he would. 

The CuarrMan. So it is not, you might say, absolutely binding 
on the Treasury. It is only binding if the Secretary of the Treasury 
approves it. 

Mr. Morse. It is not an automatic call on the Secretary of the 
Treasury. 

The Cuatrman. Thank you. 

Are there any other observations that you gentlemen would care 
to make? 

At this point, I would put in the record three letters received in 
support of the legislation. 

(The letters referred to follow :) 

PACIFIC AMERICAN STEAMSHIP ASSOCIATION, 
Washington, D. C., June 9, 1958. 
Re H. R. 12739, to amend title XI of the Merchant Marine Act, 1936. 
Hon. HerreErt C, BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. CHAIRMAN: The Pacific American Steamship Association takes this 
opportunity to express its wholehearted support for H. R. 12739, a bill to amend 
title XI of the Merchant Marine Act, 1936. 
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The communication to your committee from the Department of Commerce, 
which accompanied the request for introduction of this legislation, is entirely 
adequate to demonstrate the importance and timeliness of early action on this 
bill. We endorse the position of the Department of Commerce in this matter. 

Very truly yours, 
Rautpeu B. Dewey, President. 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D. C., June 9, 1958. 
Re H. R. 12739. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 

DEAR Mr. BonNER: The American Merchant Marine Institute, a trade asso- 
ciation representing the preponderance of American-flag shipping urges the en- 
actment of H. R. 12739 for the reasons set forth in the letter from the Secretary 
of Commerce as it will be supplemented by the testimony of witness for Grace 
Line, Inc., and Moore-MceCormack Lines, Inc. 

Other members of our organization will be confronted with the same _ prob- 
lems in financing their vessel replacement programs, and the enactment of 
H. R. 12739 will be of material assistance. 

Very truly yours, 
ALVIN Suaptiro, Vice President. 


COMMITTEE OF AMERICAN STEAMSHIP LINES, 
Washington, D.C., June 9, 1958. 
Re H. R. 12739. 
Hon. Hersert C. BONNER, 
Chairman, House Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D.C. 

DEAR CHAIRMAN BONNER: The Committee of American Steamship Lines 
believes that passage of H. R. 12739 is a necessary step to facilitate the public 
financing of new ship construction under the vessel replacement program being 
undertaken by our members. 

The contract obligations already existing, or recently signed, now call for 
the building of 282 ships at an estimated $2,986 million. This is unquestionably 
the largest replacement program undertaken in peacetime. Consequently, it 
creates severe financing problems. 

H. R. 12739 resolves at least one of these problems and the public financing 
which it facilitates will result in a broader understanding of maritime policy 
by the investing public. 

We urge its passage and request that this letter be made a part of the record. 

Very truly yours, 
ALEXANDER PURDON. 

Mr. Gross. Mr. Chairman, may I ask one other question ? 

The CuarrmMan. Mr. Gross. 

Mr. Gross. There is no limitation in the bill: is that correct ? 

Mr. Morse. Correct. 

Mr. Gross. Mr. Morse, do you not think that there ought to be some 
limitation of some kind ? 

Mr. Morse. No, I do not, Mr. Gross. Again, it is a matter of 
whether we go the Government financing route or whether we go the 
private financing route and, if we are going to go the private financ- 
ing route, I think we have to come up with a program that is salable. 
I cannot tell you now that there should be a ceiling of $10 million or 
$100 million. Our prospects, I think, are very favorable that there 
will be little or no requirement. 

Mr. Gross. But you do have an authorization for $1 billion; is that 
correct ¢ 





SHIP MORTGAGE INSURANCE LEGISLATION 13 


Mr. Morse. We have authority to write a maximum of $1 billion. 

Mr. Gross. But you are not willing to write into the bill even that 
limitation ? 

Mr. Morse. We have no objection on that. 

The Cuairman. That is all you could write anyway. 

Mr. Morse. Yes, sir. 

The CuatrmMan.. That is all you could request, anyway ? 

Mr. Morse. Yes, sir. 

The CnarrMan. So there would be no objection to just repeating 
that in this bill. Is that what you mean, Mr. Gross? 

Mr. Gross. I just wondered if there should be some limitation in 
the bill. Perhaps it is not necessary. 

Mr. Auten. Is it not your limitation found in lines 6, 7, 8, and 9 on 
page 1 of the bill, which limits the request of the Secretary of Com- 
merce to the amount suflicient to finance what he is required to pay 
out? Unless he had a default which he could not pay, he would be 
limited to the amount of that default less the amount he put back. 
That limits it. 

The Cuairrman. This bill only amends the bill that already has the 
limitation in it. 

Mr. Morse. That is correct. 

The Cuairnman. Sothat the limitation is there. 

Mr. Morse. That is correct. 

There is one other comment I would like to make, Mr. Bonner, one 
correction. You asked me if this was an automatic call on the Secre- 
tary of the Treasury. I call to your attention page 2 of the bill, com- 
mencing at line 10, which reads: 

The Secretary of the Treasury is authorized and directed to purchase any 
notes and other obligations to be issued hereunder * * * 

And so forth. 

The Cnarrman. Thank you very much, Mr. Morse. 

Mr. Morse. Thank you, Mr. Bonner. 

The Cratrman. ‘The next witness is Mr. Westfall. 

You may proceed, sir. 


STATEMENT OF TED B. WESTFALL, EXECUTIVE VICE PRESIDENT, 
GRACE LINE, INC. 


Mr. Westrratu. My name is Ted B. Westfall. Iam an executive vice 
president of Grace Line, Inc., a subsidized American-flag steamship 
operator with its main office in New York City. I am here repre- 
senting both Grace Line, Inc., and Moore-McCormack Lines, Inc. 

It will be recalled that title XI, which provides Government guaran- 
ties for ship mortgages, was adopted as an alternative for title V 
under which the Government built the ships and sold them for 25 
percent down with a remainder over 20 years with interest at 314 
percent. This alternative at the time it was written in was with 
some assurance that if it did not work out that it would be practical 
it would be necessary to revert to the latter. 

The first transactions under title XI were privately negotiated 
loans on which the interest rate ran as high as 5 percent plus, of course, 
the one-half percent charge for the insurance. 


31656—58 3 
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The large replacement program of the contract operators under the 
Merchant “Marine Act, whieh i is now underway, has already been re- 
ferred to by the Secretary of Commerce. This high interest cost would 
make financing of the program much more onerous under title XI 
than under title V. Our 2 companies I am representing today are 
leading the way—each with 2 large passenger vessels now near com- 
pletion, all 4 of which it is planned will be financed under title XI 
during the next few months. The total cost to the operators of these 
ships 1s about $60 million. 

As the initial step in the Grace replacement program under our 
operating differential subsidy contract with the Federal Maritime 
Board covering the 20-year period starting January 1, 1958, we will 
be taking delivery within the next 90 days of our 2 new passenger 
vessels to replace the present steamships Santa Rosa and Santa Paula. 

The first of these 2 vessels, the new Santa Rosa, will be delivered by 
the Newport News Shipbuilding & Drydock Co. to us on Thursday of 
this week, June 12. 

These 2 vessels will have a passenger-carrying capacity 50 percent 
greater than the vessels they are replacing and “will be several knots 
faster in speed. This is the first step in our replacement program 
which over the next 11 years will involve us in the replacement of up to 

31 vessels and substantial financing under title XT. 

As part of the program for financ ing the Grace Line replacement 
program, Grace Line plans to issue up to $18 million of title XI 
Government-insured preferred ship-mort gage bonds to be sold publicly 
through a syndicate of underwriters headed by Merrill Lynch, Pierce, 
Fenner & Smith. It is likely that $9 million of these bonds will be sold 
within 60 days and the balance before the end of the year. 

We believe that a great deal of benefit to the American merchant 
marine and the Maritime Administration itself can come from a suc- 
cessful public issue of these title XI ship-mortgage bonds. It was — 
this in mind that we have been pursuing this plan for the past yea 
with potential investors, rating agencies, and other members of the 
financial community. 

Our investment advisers in connection with these coming issues have 
indicated that there is no question, interest rates as they are today, that 
these bonds can be sold publicly at lower interest costs than was true 
of the title XI mortgages that were placed during 1957 and in the early 
part of this year. However, they have advised us that in order to ob- 
tain the full benefits of the Government’s guaranty contemplated by 
section 1103 (d) of the act, the implementing legislation as contem- 
plated in H. R. 12739 is absolutely essential. 

While it is true that the act pledges the faith of the United States 
to the payment of interest on and the unpaid balance of the principal 
amount of any mortgage loan insured under title XI of the act, the 
Carib Queen def: 1ult has demonstrated the nec essity for implement- 
ing legislation to enable the Secretary of Commerce to carry out the 
directive of Congress as stated in section 1105 (a) of the act wherein 
it is provided that— 

* * * Within a period of 30 days from the date of any such demand, the Sec- 
retary of Commerce shall * * * promptly pay to the mortgagee the unpaid prin- 
cipal amount of said mortgage and unpaid interest thereon to the date of payment. 


The initial appropriation to the insurance fund in the amount of $1 
million plus insurance premiums accumulated to the date of the Carib 
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Queen default was insufficient to carry out the intent of Congress. As 
a result several months elapsed before Congress was able to appropri- 
ate the necessary funds to take care of the Carib Queen default. This, 
in the opinion of members of the financial community with whom we 
have discussed our title XI financing plans, has to a considerable ex- 
tent prejudiced the securities and raised a question of doubt in the 
minds of investors as to how promptly they might expect to be paid off 
in event of default. Pending the accumulation of an adequate insur- 
ance fund from the premiums that will be paid in ensuing years on in- 
sured mortgages, it is our opinion, supported by that of our financial 
advisers, that it is important that Congress implement the intent of 
Congress as expressed in title XI of the act by legislation such as that 
proposed in H. R. 12739. 

Estimates have been made that during the course of the period when 
the subsidized lines are replacing their vessels, as much as $1 billion 
may be borrowed and insured under title XI. If it is assumed that 
these bonds can be offered on a basis which warrants acceptance on a 
basis relatively comparable to Government bonds, the successful pub- 
lic issuance of these bonds could make an overall difference of pos- 
sibly as much as 1 percent in the interest rate involved. Thus it is ob- 
vious that based on a billion dollars of borrowing, repayable over a 20- 
year period, the savings 1 interest costs to the shipowners could be 
as much as $100 million. A major share of this saving will accrue 
to the Government through taxes and the recapture provision in the 
operating subsidy contracts of the subsidized shipping lines. 

In addition, since this bill will serve to reduce the interest rate to 
be paid on these bonds by ourselves, as well as the other operators 
who will be issuing this type of bond over the next 10 to 15 years, 
then the monetary ‘Ti ibility of the revolving fund will be that muc h 
less in the event of a default. 

While we in the industry fully recognize that the Government will 
without question fulfill its obligation as set forth in section 1103 (d), 
we strongly urge the enactment of H. R. 12739 to remove from the 
minds of the investing public any question or doubt that may exist as 
to the prompt and immediate fulfillment of the Government’s obliga- 
tion in the event of default. It will be obvious to all that this bill in 
no way increases the —e obligations of the Government. To the 
contrary, it can save the Government interest expense on its obligation 
in the event of any defaults under title XI insured ship mortgages. 

Mr. Chairman, we have discussed this program with quite a “number 
of financial people and in the last few days we asked some of the banks 
to give us their views in writing as to the desirability of this change 
in the legislation. 

I have 3 of those letters here, 1 from the Chemical Corn Exchange 
Bank, 1 from the City Bank Farmers Trust Co., and 1 from the First 
National City Bank of New York. 

I wonder if we might submit those for the record. 

The Cuatrman. Yes. Are they more or less similar letters ? 

Mr. Westratu. To some extent; yes, sir. 

The Cuatrman. Read one of them. 

Mr. Westrauu. I have the Chemical Corn Exchange Bank letter 
in front of me. 

The CuatrmMan. These letters will be placed in the record. 
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(The letters referred to follow :) 


CHEMICAL CoRN EXCHANGE BANK, 
Fipuctary Division, 
New York, N. Y., June 6, 1958. 
GRACE LINE, INC., 
New York, N. Y. 

GENTLEMEN : You have advised me that hearings will shortly be held in Wash- 
ington before the House Merchant Marine and Fisheries Committee on H. R. 
12739. As I understand it, this bill is designed to authorize the Secretary of Com- 
merce, acting on behalf of the Maritime Administrator, to sell obligations to 
the Secretary of the Treasury up to whatever amounts may be necessary from 
time to time to cure any deficiencies which may exist in the so-called reserve fund 
provided for the payment of Government-insured ship loans and mortgages under 
title XI of the Merchant Marine Act of 1936, as amended. 

I cannot urge too strongly that such legislation be passed as promptly as pos- 
sible. Of course, I do not think that anyone seriously questions the fact that all 
Government-insured ship loans and mortgages will not eventually be paid out in 
full in those cases where a default has taken place. I am sure we all have com- 
plete confidence that both Congress and the United States will fulfill their obliga- 
tions in full. As a matter of fact, we have already had tangible evidence of this 
fact in the recent Carib Queen case. 

However, it seems to me that something more than the assurance of an even- 
tual full “payout” at some indefinite future date is required if the rather ex- 
tensive construction programs of the American-flag operators are to be financed 
in the future at reasonable rates of interest through the use of Government- 
guaranteed mortgages. Some definite legislative provision (similar to H. R. 
12739) should be made so that the Federal ship-mortgage-insurance fund can 
automatically be assured of having access to sufficient moneys to pay all interest 
and outstanding principal on any future defaulted title XI mortgages promptly 
when due at the conclusion of the grace period provided in existing statutes. 

As you are no doubt aware, several of our leading American operators are 
currently considering title XI financing within the next 6 months—and serious 
attention is being given the possibility of making public offerings of at least some 
of these issues. This, of course, would be a development which could not help but 
be beneficial to the future of the entire American merchant marine and represents 
a goal many of us have had in mind ever since the 100 percent Government- 
insurance provision became law. 

However, in order to obtain the lowest rate of interest on title XI loans 
whether placed privately or offered publicly—it is absolutely essential not only 
that the prospective lenders be assured that they will eventually receive payment 
in full on any defaulted bonds without any loss, but that they also be assured 
through adequate congressional action that sufficient cash will always be avail- 
able to meet any default promptly and in full as now provided in the statute, 
without having to depend on possible supplementary actions by Congress. Other- 
wise, the undoubted appeal of title XI bonds and loans will be materially reduced, 
with resulting increased borrowing costs. 

Very truly yours, 
GEOFFREY V. Azoy. 





Ciry BANK Farmers Trust Co., 
New York, N. Y., June 6, 1958. 
Mr. Lewis A. LAPHAM, 
President, Grace Line, Inc., New York, N.Y. 

DEAR Mr. LAPHAM: We understand that you are interested in our reaction, as 
trustee for funds which invest heavily in long-term debt-type securities, to the 
proposed amendment to title XI, known as H. R. 12739. We are familiar with 
this proposed amendment and understand that it is designed to authorize the 
Secretary of Commerce to borrow funds from the Secretary of the Treasury 
when other funds available under title XI are insufficient to make the payments 
required under the Government insurance in the event of a default under loans 
or mortgages insured by the United States under title XI. Apparently the 
purpose of this amendment is to prevent delays in payments to lenders of the 
type encountered in the recent Carib Queen situation. 
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It is our feeling that the proposed amendment would greatly improve the 
possibility of, and in fact is virtually essential to, gaining wide acceptance for 
long-term financing of the kind contemplated in title XI. Inasmuch as long-term 
investors will be relying very heavily upon the Government insurance, any 
technicalities or delays which might be encountered in attempts to obtain pay- 
ments under the Government insurance are obviously unattractive. The present 
provisions in title XI, as evidence in the Carib Queen situation, do not assure 
the investor against troublesome and costly delays and, accordingly, impair 
wide distribution of debt-type, long-term issues based largely on the insurance. 
We believe that the proposed amendment would eliminate this crucial area of 
reservations on the part of long-term investors and thus would do much to make 
bonds or notes issued in this context more readily marketable at the lowest 
possible cost to borrowers. Furthermore, the acceptability of bonds or notes 
for permanent financing has a related bearing on the short-term or comatreetien 
financing in that such financing is more easily accomplished when the long-term 
financing is in good order. 

In summary, therefore, we would offer the comment that this amendment would 
be very constructive in the overall planning for the financing of the fleet-replace- 
ment program for the merchant-marine industry. Furthermore, specifically com- 
menting in our role as a long-term institutional investor, we feel that this 
amendment would enhance the attractiveness of long-term loans or mortgages 
issued under the program. 

Very truly yours, 
JOSEPH E. Morris, 
Executive Vice President. 


THE First NATIONAL Ciry BANK OF NEW YORK, 
New York, N. Y., June 6,1958 
Mr. Lewis A. LAPHAM, 
President, Grace Lines, Inc., 
New York, N. Y. 

DEAR Mr. LAPHAM: As one of the banks which may be called upon to supply 
a portion of the funds you and many other subsidized steamship lines will require 
to finance your coming fleet-replacement program, we have a vital interest in the 
proposed amendment to the Merchant Marine Act of 1986 (known as H. R. 12739). 
We are familiar with this proposed amendment to title XI which would authorize 
the Secretary of Commerce to borrow funds from the Secretary of the Treasury 
when other funds available under title XI are insufficient to make the payments 
required under the Government guaranty, thereby preventing the awkward 
delay in payment experienced by lenders in the recent Carib Queen situation. 

We are a commercial bank whose primary function would be to provide short- 
term financing to the subsidized shipping companies during the construction 
period of the replacement vessels. Therefore, the market acceptability of the 
bonds which would permanently finance these vessels is especially important to 
us, since it is from the proceeds of such permanent financing that our short-term 
loans would be repaid. If we could be reasonably certain that this permanent 
financing will be readily obtainable from the investment market under title XI 
upon the completion of the vessels, we would consider such short-term financing 
without Government insurance for certain selected companies such as yours. We 
believe that the proposed bill would have the desirable effect of increasing the 
marketability of the Government-insured long-term bonds. 

Uninsured bank financing during the construction period would, of course, 
reduce the administrative and financing costs of interim borrowings and would 
maximize the borrowing company’s financial flexibility. 

In view of the above, we would like to see the enactment into law of 
H. R. 127389. 

Sincerely yours, 
T. CARL WEDEL, Vice President. 


The CuatrmMan. Are there any questions? Mrs. Sullivan. 

Mrs. Sutiivan. Mr. Westfall, you state on page 2 of your statement 
that Merrill Lynch, Pierce, Fenner & Smith are going to offer these 
mortgage bonds. At what rates of interest are they going to be 
offered ¢ 
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Mr. Westra. That decision has not been made, up to this point. 
I think that this legislation would have some effect on the rate at which 
it would be offered. 

Mrs. Sutuivan. Are these bonds exempt from Federal income tax ? 

Mr. Westratu. No, ma’am. 

Mrs. Sutiivan. That is all, Mr. Chairman. 

The Cratrman. Mr. Allen? 

Mr. Auten. I have no questions. 

The Cuatrman. Mr. Van Pelt? 

Mr. Van Pevt. I have no questions. 

The Cuarrman. Mr. Mailliard ? 

Mr. Mariirarp. I have no questions. 

The Cuarrman. Mr. Pelly? 

Mr. Pexiy. I would like to clarify in my own mind how this works. 
The Grace Line would be issuing $9 million in bonds. Those would 
be sold to the public by a company that deals in investments. It 
would have a Government guaranty ? 

Mr. Westra... Yes, sir. 

Mr. Pexty. The doubtful feature, and the reason that the public 
would not be so apt to buy the bonds, as I understand, is because there 
is some question that, in the event of default, there would be ready 
funds to take up the bonds and meet the default. In order to remedy 
the default, there would be a one-half percent premium on all outstand- 
ing loans; is that correct ? 

Mr. Wesrrary. The Government puts up money to cover possible 
defaults that may take place. 

Mr. Petry. We just had testimony that the total we could expect 
would be $600 million, so that a half percent would mean $3 million 
going into a fund a year to be available in the event of a default. It 
was thought that this $3 million might not be enough, so, therefore, 
I understand, from what you say, you favor the arrangement whereby, 
if there was not adequate money, it could be borrowed from the 
Treasury ¢ 

Mr. Wesrraty. Mr. Congressman, long range, I do not think there 
is any question but what that fund will be adequate. If I did not 
think so I would have a very poor idea of the outlook for the shipping 
business. 

The problem is that at any one given month, and particularly in 
the early stages of the program, as happened i in the case of the Carib 
Queen, the funds could run short. This legislation would assure the 
ready availability of money so that the lenders could be paid off within 
the 30 days prescribed. 

It is easy for those of us who are familiar with the program. We 
know that the Government is going to stand back of it and pay any 
defaults that take place, but we are trying to get to individual private 
investors, and to try to ‘expl: rin to the private investors, as we would 
have to do in the absence of this legislation, that they may have to 
wait several months for their money in event of default is a little 
difficult and, I am sure, would put doubts in many places among poten- 
tial investors where there is really no need to, and it would affect the 
industry. 

Mr. Petiy. Actually, this legislation, it seems to me, would save 
the Government money rather than cost the Government money, be- 
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‘ause it is going to mean that more concerns will do their financing 
i private means rather than coming to the Federal Treasury for 
direct loans. 

Mr. WestFratu. I have no doubt of that, sir. It does not increase 
the Government obligations or liabilities in any way whatsoever. 

Mr. Petxiy. Thank you. 

The Cuatrman. Mr. Gross? 

Mr. Gross. I have no questions. 

The Cuatrrman. Mr. Curtin ? 

Mr. Curtin. Mr. Chairman. 

I understand that you say that the principle is whereby you issue 
bonds when you are going to build anew ship. Is the security pledged 
in that bond the ship itself or the assets of the company issuing the 
bonds in general ? 

Mr. Westra. In all cases, except for passenger ships which meet 
certain criteria, the general funds of the company can be looked to 
for the payment of the loans. There are certain types of passenger 
ships which, in order to provide incentive for those ships to be built, 
the Government has provided that there will be sole recourse to the 
ships. They have to meet certain minimum passenger requirements 
and certain minimum speed requirements in order to qualify, but, 
other than those exceptions, the general funds of the companies would 
be looked to for the payment in case of default. 

Mr. Curttn. Then the salability of those bonds pretty much de- 
pends on the history of the company issuing them, rather than the 
particular ship that they are building at that time. Is that true? 

Mr. Westratu. I would rather an expert in financing would answer 
that question. However, it is my understanding that the interest 
rates that we are trying to get to here would be dependent primarily 
upon the fact that the Government is guaranteeing the loan and, 
therefore, the interest rate should bear some relationship to the interest 
rate on Governments so that it would be more closely related to that 
than, let us say, to the general rating of the company itself in the event 
it issued bonds. 

Mr. Curtrx. What I am interested in is the possibility of the Gov- 
ernment having to pay. It seems to me that, if it is a very small 
company with one ship issuing these bonds, the chances of the Gov- 
ernment paying might be greater than if it is a large company with 
many ships. 

Mr. Westrauu. I am sure that is the case. For example, in the 
case of the first 4 ships in the 2 companies that I am representing 
here, we could pay for those ships entirely out of our reserve funds, 
but it would leave us strapped for our future replacement programs 
which we have contracted to carry through. ‘There is no question 
that you have a different risk with different companies. 

Mr. Curtin. Thatisall, Mr. Chairman. 

Mr. oes May I answer Mr. Curtin’s question in addition ? 

The CHamman. Yes, Mr. Morse. 

Mr. Morsr. In all instances, there is a first-preferred mortgage on 
the ship which we insure. It is only in the case of passenger vessels 
that the general funds of the company are not also available for the 
payment of these obligations. 
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Mr. Curtin. If I could answer you, Mr. Morse, it seems to me that 
the person who is loaning _ money has no risk. ‘The Government 
is guaranteeing the money in all cases, but it seems to me that the 
Government's risk is seal or lesser depending on the company 
building the ship: and the type of ship. 

Mr. Morse. That is correct. There is no question about it 

Mr. Arten. Would you yield, Mr. Curtin? 

Mr. Curtin. I yield. 

Mr. Auien. Is it not true, Mr. Westfall, that, in a strong company 
even if the ship did not earn the mortgage payments, the company 
could and would make the mortgage payments out of its general funds / 

Mr. Westratn. Yes; out of its reserve funds, first, until they were 
exhausted, and then out of its general funds. 

Mr. ALLEN. So that the likelihood of a default, even in an operation 
that is not profitable, is rather less with a company with a lot of serv- 
ices than it would be with a company operating one ship. 

Mr. Westrary. Tam sure that that is the case. 

Mr. Atien. Thank you. 

The CHatrman. Are there any further questions ? 

Mr. Westratn. Mr. Chairman, I mentioned that this does not ex- 
tend the Government’s obligations in any way. I have been asked 
to introduce into the record the opinion of the Attorney General, which 
was issued under date of May 20 and which held that the mortgage 
guaranties are backed by the full faith and credit of the United States. 
I wonder if I might introduce that ? 

The CHairman. How long a letter is it ? 

Mr. Westratu. It isseven pages, sir. 

The CHarrmMan. Put it in the record. 

(The document referred to follows :) 

OFFICE OF THE ATTORNEY GENERAL, 
Washington, D.C., May 20, 1958. 
The honorable the SECRETARY OF COMMERCE. 

My Dear Mr. Secretary: This is in response to Acting Secretary Rothschild’s 
letter of April 7, 1958, requesting my opinion upon a number of questions re- 
lating to ship mortgage and loan insurance under title XI of the Merchant Marine 
Act, 1936, as amended (68 Stat. 1267; 70 Stat. 1087; 46 U. 8S. C. 1271, et seq.). 

Title XI is a measure to encourage the private financing of merchant-vessel 
construction. It provides authority for the United States, acting through the 
Secretary of Commerce, to insure the interest on and the unpaid balance of the 
principal of privately issued mortgages and loans made to finance the construc- 
tion, reconstruction, reconditioning, or, in certain cases, the purchase, of vessels. 
Subsections (a) and (b) of section 1104 of the act (46 U. 8. C. 1274) set forth 
the types of mortgages and loans which may be insured, impose limitations on the 
percentage of a loan or mortgage which may be insured, prescribe the range of 
interest to be charged and maturity dates, and detail other matters relating 
to the conditions under which insurance may be issued. 

Section 1109 authorizes that there “be appropriated the sum of $1 million and 
such further sums as may be necessary to carry out the provisions of this title” 
(46 U. S. C. 1279), and section 1102 creates a Federal ship-mortgage insurance 
fund to be used by the Secretary of Commerce as a revolving fund for the purpose 
of carrying out the provisions of title XI (46 U. 8. C. 1272). The section also 
provides that there shall be allocated to the fund “the sum of $1 million out of 
funds made available to the Secretary of Commerce under the appropriation 
authorized by section 1109.” Moneys in the fund are to be deposited in the 
Treasury “to the credit of the fund or invested in bonds or other obligations of, 
or guaranteed as to principal and interest by, the United States.” Subsection 
(d) of section 1104 authorizes the Secretary to fix premium charges for the 
insurance of mortgages and loans, and subsection (e) authorizes him to make 
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certain service charges relating to investigations of applications for insurance 
and the like. Subsection (f) provides that all moneys received under title XI 
shall be deposited in the fund (46 U.S. C. 1274). 

Subsections (a) and (b) of section 1103 (46 U. S. C. 1273) authorize the Secre- 
tary of Commerce “to insure as hereinafter provided the interest on and the 
unpaid balance of the principal of, any” mortgage or loan ‘“‘which is eligible for 
insurance as hereinafter provided.” Subsection (e) limits the aggregate unpaid 
principal amount of mortgages and loans outstanding at any one time to 
$1 billion. 

Subsection (d) of section 1103 provides: 

“The faith of the United States is solemnly pledged to the payment of interest 
on and the unpaid balance of the principal amount of each mortgage and loan 
insured under this title.” 

And subsection (e) of section 1105 provides : 

“Any contract or commitment of insurance entered into by the Secretary of 
Commerce under the provisions of this title shall not be terminated, canceled, or 
otherwise revoked for any reason, except as provided in section 1105 of this 
title,’ and shall be conclusive evidence that the mortgage or loan complies fully 
with the provisions of this title and of the approval of the principal amount, 
interest rate, and all other terms of the mortgage or loan and of the mortgagor 
or borrower and of the mortgagee or lender; and any contract or commitment of 
insurance so entered into shall be incontestable from the date as of which such 
contract or commitment is entered into, except for fraud, duress, or mutual 
mistake of fact” (46 U.S. C. 1275 (e) ). 

The questions as to which my opinion has been requested are: 

“1. Are contracts of insurance of mortgages and loans by the United States, 
made in conformance with the provisions of title XI of the Merchant Marine 
Act, 1936, as amended, valid and binding upon the United States, and has the 
faith of the United States been solemnly pledged to the payment of interest on 
and the unpaid balance of the principal amount of mortgages and loans insured 
thereby in the same terms as its faith has been pledged to the payment of its 
interest-bearing obligations? 

“2 Is there any distinction between the statutory pledge of the ‘faith’ of the 
United States to the payment of interest on and unpaid balance of the principal 
amount of mortgages and loans insured pursuant to title XI and a pledge of 
the full faith and credit of the United States to such payment? 

“3. Does the necessity for affirmative congressional action to provide insur- 
ance funds lessen the statutory pledge?” 


The matters involved in the first question appear to be indistinguishable in 
principle from those considered in 41st Opinions of the Attorney General, No. 24, 
of May 15, 1953, and the answer to both parts of the question clearly must be in 
the affirmative. That opinion dealt with the obligation of the United States 
arising from contracts entered into between the Public Housing Administration 
and certain local housing agencies. In the contracts the Public Housing Admin- 
istration agreed to make annual contributions for the purpose of servicing bonds 
issued by the local housing agencies. Such contracts were authorized by the 
United States Housing Act of 1957, as amended (42 U. 8. C. 1401, et seq.). The 
opinion concluded that the authorizing act was constitutional and that each 
such contract created “a valid and hinding obligation of the United States.” 
The opinion also noted that section 10 (e) of the act (42 U. 8S. C. 1410 (e)) 
pledges “the faith of the United States” to payment of annual contributions in 
language identical with the pledge of faith contained in Revised Statutes, sec- 
tion 3698 (31 U. S. C. 731) to payment of the interest-bearing obligations of the 
United States, and stated it would be appropriate to conclude that Congress 
intended to place the two types of obligations on a similar footing. 

The aims of the Merchant Marine Act, 1936, as set forth in section 1 (46 
U. S. C. 1101), are to foster the merchant marine for the purposes of national 
defense and the development of the foreign and domestic commerce of the 
United States. Legislation such as title XI, designed to encourage the private 
financing of merchant vessels for such purposes, is, without doubt, within the 


1Subsec. (a) of sec. 1105 specifies the circumstances under which the Secretary of 
Commerce may terminate a contract of insurance upon the default of a mortgagor or 
borrower. 
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powers conferred upon Congress by article I, section 8, of the Constitution, to 
regulate interstate and foreign commerce, to provide and maintain a Navy, 
and to make all laws necessary and proper for carrying the powers enumerated 
in the section into execution. 

It has been stated that “the right to make binding obligations is a competence 
attaching to sovereignty” (Perry v. United States, 294 U. S. 330, 353). Authority 
to assume obligations is also implicit in the powers conferred upon Congress by 
article I, section 8, of the Constitution “to pay the Debts” and “borrow Money 
on the Credit of the United States” (387 Op. A. G. 241, 247 (1933) ; 41 Op. A. G., 
No. 24, supra). 

In addition, the “power to expend necessarily includes. the power to assume 
contractual obligations to pay money, and contingent obligations are as much 
within the power as are absolute promises” (388 Op. A. G. 258, 272 (1935) ). 
And “Congress may create or use such agencies, * * *, as it may deem appropriate 
to aid in carrying into execution any of the powers which the Constitution 
confers upon Congress” (37 Op. A. G., supra, at 245; 41 Op. A. G., No. 24, supra). 
Thus Congress has the power to assume obligations on behalf of the United 
States and may delegate that power. 

In the instant case title XI of the Merchant Marine Act, 1936, as amended, 
has clearly delegated to the Secretary of Commerce authority to obligate the 
United States by contract. Section 1108 authorizes the Secretary of Commerce 
“to insure” loans and mortgages, and section 1105 (e) indicates that the obliga- 
tion incurred as a result of the issuance of such insurance shall be evidenced 
by a “contract or commitment of insurance entered into by the Secretary of 
Commerce.” That section also manifests an intention that the United States 
be bound by any contract or commitment of insurance entered into by the Secre- 
tary of Commerce pursuant to title XI, for it provides that such contracts or 
commitments shall be incontestable “except for fraud, duress, or mutual mistake 
of fact” and “shall not be terminated, canceled, or otherwise revoked for any 
reason, except as provided in section 1105 * * *.””.) Such insurance contracts would 
be “legal obligations of the same dignity as other contracts of the United States 
and possess the same legal incidents” (Lynch v. United States, 292 U.S. 571, 576). 
It would, therefore, follow that contracts of insurance entered into in accord- 
ance with the title would establish a valid and binding obligation of the United 
States. 

R. S. 3693 provides that: “The faith of the United States is solemnly pledged 
to the payment in coin or its equivalent * * * of all the interest-bearing obliga- 
tions of the United States, except * * *.” 

The initial words of this provision, “The faith of the United States is solemnly 
pledged to the payment,” are identical with the initial words of section 1108 (d) 
of the Merchant Marine Act, 1936, as amended. It is, therefore, appropriate to 
conclude that Congress intended to place the obligations assumed by the United 
States under a contract of insurance pursuant to title XI on a parity with the 
obligation which it assumes with respect to its interest-bearing obligations. 
(See 41 Op. A. G., No. 24, supra.) 

II 


It appears from the Acting Secretary’s letter of April 7, 1958, that the second 
question has been raised because in some instances State laws limit the invest- 
ment of certain funds to obligations to the payment of which the “faith and 
credit” of the United States is pledged.” In the instant case only the “faith” of 
the United States is pledged to the payment of interest on and the unpaid balance 
of the principal of mortgages and loans insured under title XI, Accordingly, the 
question arises whether any distinction exists between a pledge of the faith of the 
United States and a pledge of its credit. 

Obviously, the interpretation of State statutes of the type referred to is a mat- 
ter for the State courts and officials involved, and I do not undertake to express 
an opinion as to the meaning of any such statute. However, I do conclude that 
the binding nature and validity of the obligation of the United States here in- 
volved would not be affected by the addition of any language expressly pledging 
the credit of the United States. Conversely, the omission of such language is 
similarly without effect. 


2An example of such a statute may be found in sec. 98 (3) of the State finance law of 
New York which authorizes the State comptroller to invest State funds in “Obligations for 
the payment of which the faith and credit of the United States or of this State are 
pledged.” 
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So far as I am aware, language pledging “the faith of the United States” to 
the payment of an obligation appears in only three statutes: Revised Statutes 
3693, section 10 (e) of the United States Housing Act of 1937, as amended, and 
section 1103 (d) of the Merchant Marine Act, 1936, as amended. Although the 
phrase has not been judicially construed, its purpose—an intent to recognize an 
obligation of the United States—was clearly spelled out when it was first used 
by Congress. Revised Statutes 3693 was derived from the act of March 18, 1869 
(16 Stat. 1), which, as enacted, read: 

“That in order to remove any doubt as to the purpose of the Government to 
discharge all just obligations to the public creditors, * * *, it is hereby pro- 
vided and declared that the faith of the United States is solemnly pledged to the 
payment * * *,” 

A pledge of the credit of the United States in the context of contractual lia- 
bility has no different purpose. It, too, merely recognizes the obligation of the 
United States. In Perry v. United States (294 U. S. 380, 351), Chief Justice 
Hughes equated a pledge of the credit of the United States with a pledge of its 
faith. He stated that a pledge of the credit of the United States is “the highest 
assurance the Government can give, its plighted faith.” I would, therefore, re- 
gard the addition of a pledge of the credit of the United States to its pledge of 
faith as merely redundant. 

I do not wish to convey the impression in this discussion that I believe there 
to be an order of solemnity of valid general obligations of the United States or 
that some kind of legal priority is afforded those contracted pursuant to a pledge 
of faith or credit over those not accompanied by such a pledge. Conceivably, 
Congress may establish such distinctions, and it sometimes expressly disclaims 
general liability. I am, however, of any authority supporting a distinction be- 
tween general obligations of the United States in the absence of such congres- 
sional action. 

Although the legislative history is unenlightening in this respect, it is my view 
under all the circumstances that the “pledge of faith’ language was inserted in 
section 1103 (d) in order to make it clear that any insurance obligation validly in- 
curred under title XI will be a general obligation of the United States. Its pur- 
pose appears to have been to negate any possible implication that the obligation 
of the United States would be limited to whatever amount might be in the Fed- 
eral ship mortgage insurance fund at any particular time.* It does not, how- 
ever, follow that the insurance obligations incurred under title XI have any pref- 
erence over other general obligations of the United States. 


Iil 


In view of the fact that there is ordinarily apt to bea disparity between 
the amount of insurance outstanding and the money in the fund, appropriations 
may be necessary from time to time to meet insurance obligations incurred pur- 
suant to title XI. Such appropriations are authorized by section 1109. The 
necessity for appropriations does not lessen the obligation of the United States 
under insurance contracts or the pledge of faith which evidences that obligation. 
It is established that “where the right of compensation exists the failure to make 
an appropriation therefor will not in itself deny the right.” (Ralston vy. United 
States, 91 Ct. Cls. 91, 96 (1940), certiorari denied 311 U. 8S. 687.) If, as in this 
case, the existence of an appropriation is not a condition of or limitation on the 
authority of an officer to contract on behalf of the United States, the need for 
appropriations to meet an obligation incurred under the contract does not affect 
the existence or validity of the obligation. Nor is it without precedent for Con- 
gress to authorize obligations to be incurred which will have to be met by future 
appropriations. Thus, it was held in volume 41, Opinions of the Attorney 
General, No. 24, supra, that a contract entered into pursuant to the United States 


§3For example, sec. 306 (b) of the National Housing Act, as amended (12 U. S. C. 
1721 (b)), authorizes the Federal National Mortgage Association to issue obligations, brt 
requires it to insert appropriate language in all such obligations clearly indicating that 
they “are not guaranteed by the United States and do not constitute a debt or obligation 
of the United States or of any agency or instrumentality thereof other than the 
Association.” 

Such an implication would appear to be unwarranted in any event since sec. 1103 (e) 
limits the aggregate unpaid principal amount of insured mortgages and loans outstanding 
at any one time to $1 billion, while sec. 1102 allocates only $1 million to the fund. 
Further, since the funds is a revolving fund, the amount in it would vary from time to 
time. 
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Housing Act, as amended, to pay annual contributions is valid and binding upon 
the United States. Nevertheless, it is clear that the obligation incurred under 
such a contract is to be met by future appropriations. Section 10 (e) of that 
act expressly authorizes there “to be appropriated in each fiscal year” the 
amounts necessary to provide for annual contributions payments. 
Sincerely, 
WILLIAM P. RoGers, 
Attorney General. 

The CuatrMan. That substantially is what it is. 

Mr. Westra. Yes, sir. 

The Cuarmman. It does not change the present obligation of the 
Government. It simply makes the payment, in case of default, proper. 

Mr. Westratu. Yes, sir. 

Mr. Gross. Mr. Chairman, I have one question. 

The CuatrmMan. Yes, Mr. Gross. 

Mr. Gross. Suppose a vessel is confiscated by a foreign government. 
Would it then be construed that the company could be held to be in 
default? What happens under those circumstances under guaranteed 
financing of this kind ? 

The Cnamman. Mr. Morse? 

Mr. Morse. I will ask Mr. Tankard to answer that. He is from our 
General Counsel's office. 

Mr. ‘Tanxarp. That is an unusual question and it is an unusual cir- 
cumstance. I assume that it would be covered by insurance, possibly 
under the capture-and-seizure provisions of the insurance policy. 
Otherwise it could be a default or not as it is written into the particular 
mortgage. The obligations of the company could continue without it 
being a default if the mortgage so provides but, generally speaking, I 
think we would have to look to the insurance on the vessel itself or to 
the Government which actually takes the vessel to account to the owner 
for its action in doing so. 

As I recall, in the last war there were certain ships that were seized 
in this country by our own Government and compensation was pro- 
vided for the taking of those ships. I assume that there would be 
recourse of some sort for the taking. 

Mr. Gross. This is the first time this method of financing has been 
proposed for the shipping industry; is that correct 

Mr. Tanxarp. Yes, sir, under title XI. We have been doing it for 
several years. 

Mr. Gross. The reason why I raised that question was what happens 
in the event of certain contingencies, that being one of them. 

Mr. Tanxarp. Yes, sir. There is some insurance that would cover 
that situation; that is,commercial insurance. 

Mr. Gross. But you have not said that it would not become a liability 
of the Federal Government; have you / 

Mr. Westraty. If I might say so, it would continue to be our liability 
first of all. In the event that we were not able to pay for some reason 
or other, then the Government would be called upon under their 
guaranty. 

Mr. Gross. That is what I mean. 

Mr. Petty. Would the gentleman yield / 

Mr. Morse. Mr. Curtin, that would, of course, apply even where the 
Government sells ships on credit and we take the mortgage back from 
the bu er. If the Ves el is confisi ated by a te relon rovernment it is 
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just as much an act of default there as here and the Government would 
be responsible in that case also. 

Mr. Wesrrauu. I might repeat that this legislation would not in 
any way increase the Government’s liability in a case like that. It 
would have the liability under present legislation. 

Mr. Petty. Would the gentleman yield / 

Mr. Gross. Yes. 

Mr. Petry. Under private insurance your company carries insur- 
ance against the loss of a vessel or I assume that it would cover seizure 
from a foreign government. 

Mr. Westraty. I am not an expert on that. I think that would be 
under war-risk insurance. 

Mr. Petiy. Just as soon as war broke out all private companies 
would cancel your insurance. 

Mr. Westrati. You would be under war risk in that event. 

The CHairman. This bill would not make any difference in that? 

Mr. Wesrrau. It affects it in no way whatsoever. This bill would 
have no effect on that situation whatsoever. 

The CHairman. All it is is something that might happen at any 
time under existing law / 

Mr. Westraui. That is right, sir. 

The CuaiMan. Are there any further questions ¢ 

Thank you, sir. 

Mr. Westrauy. Thank you, sir. 

The Cuamman. Mr. Schulte. 


STATEMENT OF ARTHUR D. SCHULTE, LEHMAN BROS.; ACCOM- 
PANIED BY GEORGE RAGSDALE, LEHMAN BROS.; AND JEROME 
KATZEN, KUHN, LOEB & CO. 


Mr. Scuutre. Mr. Chairman, my name is Arthur Schulte, repre- 
senting the investment banking firm of Lehman Bros., of which I am 
a senior executive. I have with me on my left Mr. George Ragsdale, 
who is one of the managers of our bond dep: tment, and on my right 
Mr. Jerome Katzen, who is a senior executive of Kuhn, Loeb & Co., 
who are associated with us in the deal to help finance the Moore- 
McCormack ships, 

Lehman Bros., as I said, together with Kuhn, Loeb & Co., is pres- 
ently engaged for a planned public underwriting of bonds of Moore- 
McCormack Lines to finance the ste amship . trgentina and the steam- 
ship Brazi/. Another public underwriting is being planned by Grace 
Lines. These issues, which should come to market this summer, will 
total approximately $45 million. The bonds will be insured under 
title XI of the Merchant Marine Act of 1936, as amended. Since 
these will be the first public offerings of securities of this type, there is 
considerable interest among the investment community as to how tiie 
bonds will be received by investors. We believe the proposed legisla- 
tion is desirable as assuring the widest possible acceptance of these 
securities. It is known that several other subsidized lines are awaiting 
the outcome of these offerings before deciding whether they will 
finance all or part of their construction programs in a similar manner. 

Title XI insured mortgages recently sold to large institutional inves- 
tors bear interest at the rate of 5 percent per annum. We believe that 





26 SHIP MORTGAGE INSURANCE LEGISLATION 





the proposed legislation would be of substantial help in making such 
bonds salable to the public and to small institutional investors at a 
vield more nearly comparable to that of United States bonds of like 
maturity, which are selling to provide yields of approximately 3.15 
percent. 

As has been shown in the previous testimony, the securing of a lower 
interest rate on title XI bonds would be advantageous not only to 
shipowners, but also, in at least the following three ways, to the 
Government: 

(1) Savings in the interest costs would be reflected in greater sub- 
sidy recaptures by the Government on the portion of such savings 
accruing to the shipow ners ; and 

(2) A lower interest would reduce the contingent liability of the 
Government under its statutory obligation to pay ‘the “interest on and 
unpaid balance of the principal amount” of mortgages and loans 
insured under title XI in the event of a default ; and 

(3) The lower interest rate will encourage the expansion of the 
merchant marine through private investment. 

To indicate the size of the sav ings which might be realized by even 
a 1 percentage point reduction in the insured mortgage interest rate, 
we have prepared and I would like to submit at ‘this time a table 
marked “Exhibit A,” which is attached to the papers you gentlemen 
have before you, showing that as much as $158 million in interest 
savings could be effected by such a reduction over the life of the 
Government’s current vessel-replacement program. 

In order to achieve such savings, it is essential that the United 
States investing public, which has a tre aditionally cautious attitude 
toward shipping investments, be made aware of the safety of secur- 
ities insured under title XI, and it is very important that a pattern 
of low interest rates refiecting such awareness be established on the 
first public offerings of such securities. 

Our experience has shown that the only market for the lowest inter- 
est bonds is comprised of investors whom we call high-grade-bond 
buyers. Such investors are so anxious to invest their funds with no 
appreciable risk as to the prompt payment of interest and the safety 
of principal, that they are willing to forego the higher yield oppor- 
tunities of securities with respect to which ‘such risk exists. T hey are 
primarily interested in being certain of the regular receipt of income 
from their i investments and the payment of principal when due, rather 
than in the prospect of higher income without such certainty. Such 
investors who may be prospective purchasers of mortgage bonds to 
be secured by title XI insurance will look to the Government for 
assurance of prompt payment of the face value of their investments 
in the event of default by the issuer. In order to achieve these security 
objectives, it is necessary to have ready access at all times to sufficient 
funds to redeem bonds at their full value promptly in event of default. 

Title XI, which includes a solemn pledge of the faith of the United 
States to the payment of the “interest on and unpaid balance of the 
principal amount” of mortgages and loans insured thereunder, was 
designed to attract the high- -grade-bond buyers, and the low interest 
rates which such buyers make possible. 

However, the promise of ultimate payment does not provide the 
certainty of the prompt payment in the event of default which is 
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sought by high-grade-bond buyers. Title XI contemplates that even- 
tually premiums will build up a fund that will meet this need, but the 
fund has not been in existence for a long enough time to accumulate 
adequate premiums. 

The proposed amendment of title XI would, in our opinion, attract 
these investors and thus secure substantial interests savings by assur- 
ing that the Federal ship-mortgage-insurance fund will at all times 
have access to sufficient moneys to be able to pay when due and without 
delay the interest and outstanding principal on all defaulted title XI 
mortgages and loans. 

We note that the proposed legislation does not increase the obli- 
gations which the United States has already assumed. We suggest 
that it seems designed to obtain more fully for the United States 


and its merchant marine the benefits for which these obligations were 
undertaken. 


Thank you. 

The Cuarrman. Mrs. Sullivan. 

Mrs. SunuivaNn. I wish only to say, Mr. Schulte, that this is very, 

very clear and very understandable. 

Mr. Scuutre. Thank you very much, Mrs. Sullivan. 

Mrs. Sutiivan. I am glad to have heard your remarks on this. 

That is all, Mr. Chairman. 

Mr. Scuutte. Thank you. 

The Cuatrman. Mr. Allen? 

Mr. Auten. Mr. Chairman. 

I am curious as to the hands into which these bonds would ultimately 
fall. I notice that you say that the largest portion of the savings of 
$158 million, or whatever it might be, would redound to the benefit of 
the taxpayer through the operation of the recapture clause. I presume 
that the corporate profits would be increased ie the $158 million and 
the first cut under existing rates would be 52 percent for the Gov- 
ernment. 

Mr. Scuutte. I think that that is so. 

Mr. Atien. I am curious as to what tax rate the holders of the 
bonds would be paying with the thought in mind that, if they get 
spread around the country as I hope they might be, they would fall 
into the hands of individuals who might be paying 10 percent to 20 
percent of their gross income into F ederal tax. 

Have you any ‘idea as to where they would go? 

Mr. Scnuure. We think that these bonds will go largely to small 
trusts, religious institutions, educational institutions, the typical Gov- 
ernment-bond buyer of today. 

The main distinction which we draw is that we think that small 
institutional buyers, as well as the general public, will pick these up 

rather than the big life-insurance companies and big savings banks 
who heretofore have only been interested in insured “ship mortgages 
that bear relatively much higher rates than we contemplate will obtain 
here. 

Mr. Autuen. If your prediction is correct, a lot of the bonds would 
fall into the hands of people who might pay either no Federal income 
tax or a relatively light one. 

Mr. Scuvtre. That is quite possible, sir. 
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Mr. Atiten. Which creates the possibility that the Government gets 
the first 52 percent in interest and possibly another 50 sy in the 
higher bracket, and in this case 52 and 50 add up to about 7 

Thank you, Mr. Chairman. 

The Cuarrman. Mr. Van Pelt ? 

Mr. VAN Pett. I have no questions. 

The Cuatrman. Mr. Mailliard? 

Mr. Matniarp. Mr. Chairman. 

In your judgment, if this legislation is passed, will these bonds be 
acceptable at 4 percent or less ? 

Mr. Scuuttrr. We think so; yes. I would say that obviously this 
is not a commitment that Iam prepared to make but, in my judgment, 
if this legislation is passed these bonds will be sold at somewhere 
bet ween three-eighths and five-eights of a percent higher interest rate 
than Government bonds of comparable maturity are yielding at the 
time these bonds go to market. 

Mr. Martiurarp. So that under present conditions would be 314 
percent more or less. 

Mr. Scuvrter. More or less. 

Mr. Mainurarp. Which is the same rate that the steamship lines 
would get under Government financing except for the insurance cost ? 

Mr. Scucrte. That is correct. 

The CuatrmMan. Mr. Pelly? 

Mr. Petry. I have no questions. 

The CnatrmMan. Mr. Gross ? 

Mr. Gross. I have no questions. 

The Cuarrman. Mr. Curtin ? 

Mr. Curtin. I have no questions. 

The Cuarrman. Thank you very much. 

Mr. Scuutre. Thank you, sir. 

The Cuairman. There are no further witnesses on this bill. 

Are there any questions? 

The committee will now go into executive session. 

(Whereupon, at 11 a. m., the committee proceeded to other business. ) 

(The following was furnished for insertion :) 

SHIPBUILDERS COUNCIL OF AMERICA, 
New York, N. Y., June 12, 1958. 
Subject: H. R. 12739 to amend section 1105 (b) of tithe XI of the Merchant 
Marine Act, 1936, to implement the pledge-of-faith clause. 
Hon. HERBERT C. BONNER, 


Chairman, Committee on Merchant Marine and Fisheries, 
House Office Building, Washington, D.C. 


DEAR MR. BONNER: The members of the Shipbuilders Council of America desire 
to record their support of pending bill H. R. 12789 which would amend section 
1105 (b) of the Federal ship-mortgage insurance provisions of the Merchant 
Marine Act, 1936, as amended. 

The council understands it is the purpose of the bill to provide the Secretary 
of Commerce with a readily available source of funds to liquidate promptly all 
claims against the Government arising out of title XI guaranties in case of 
default. 

The members of the council are greatly encouraged by the visible progress 
being made in the comprehensive long-range ship-replacement program. The 
increased tempo of actual contract placements in the shipyards as the several 
legislative and administrative problems are resolved, gives firm assurance that 
the policy of the United States to have an efficient and adequate merchant marine 
supplemented by efficient American-owned shipyards, is being carried out. 
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It is, of course, generally recognized that despite this favorable trend, all of 
the problems created by block obsolescene are not entirely solved. While the 
ship operators have entered into long-term agreements in which they have com- 
mitted themselves to a certain phased schedule of new construction, there still 
remain tremendous financial problems to be overcome both now and in the future. 
The inducement of new private capital to invest in shipping is probably the most 
pressing of these problems. 

The enactment of H. R. 12739 is viewed as a necessary step to make invest- 
ment in ships of the American merchant marine more attractive. By insuring 
prompt payment in case of default it will create greater public confidence in 
shipping securities. The situation that arose in connection with the recent Carib 
Queen guaranty under title XI pinpointed the need for a prompt payment system 
of some sort. The system envisioned by H. R. 12739 would seem to be appro- 
priate and the members of the council urge enactment of the bill. 

Sincerely yours, 
L. R. SaAnrorp, President. 


LABOR-MANAGEMENT MARITIME COMMITTEE, 
Washington, D. C., June 19, 1958. 
Hon. HERBERT C. BONNER, 
Chairman, House Merchant Marine and Fisheries Committee, 
House of Representatives, 
Washington, D. C. 

DEAR CONGRESSMAN BONNER: The Labor-Management Maritime Committee 
favors the enactment of H. R. 12739. 

This measure, if approved into law, would implement the Federal ship mort- 
gage insurance provisions of the 1986 Merchant Marine Act, as amended. This 
results by having available to the Federal ship mortgage insurance fund moneys 
to meet claims caused by default on insured loans. Thus, the necessity of ap- 
propriating moneys for any particular default would be eliminated. 

The placing of the fund on an administered basis, instead of an appropriating 
one, should create an atmosphere conducive to: 


(1) Attracting private capital to the industry ; 

(2) Lowering interest rates which the companies would pay for their 
ship replacements ; thus, 

(3) Reducing overall financing expenses ; and 

(4) Providing possible increase of recapture by the Government in the 
case of the subsidized lines. 


Obtaining of the foregoing results through approval of H. R. 12739, which in 
no way increases the liability of the Government, should have an overall bene- 
ficial effect on the American merchant marine. Accordingly, we favor approval 
of the bill by your committee and the United States House of Representatives. 

Respectfully yours, 
EARL W. CLARK, 
Hoyt S. Happock, 
Codirectors. 





SHIP MORTGAGE INSURANCE LEGISLATION 


FRIDAY, JULY 18, 1958 


House or REPRESENTATIVES, 
SuBCOMMITTEE ON MercuHantr MarInge, 
OF THE CoMMITTEE ON MercHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to notice, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

Present: Representatives Bonner, Thompson, Miller, Ashley, Allen, 
Van Pelt, Ray, Mailliard, and Pelly. 

Also present: Representatives Clark, Dingell, Young, Tollefson, 
Curtin, McIntosh, and Glenn. 

Staff members present: John M. Drewry, chief counsel, and Wil- 
liam B. Winfield, chief clerk. 

The Cuarrman. The committee will come to order. 

The committee is meeting this morning for consideration of H. R. 
13153, a bill introduced by our former colleague, Congressman Ben- 
nett, to amend title XI of the Merchant Marine Act , 1936, to add 
floating drydocks to the types of vessels that will be eligible for Fed- 
eral ship-mortgage insurance. 

(H. R. 13153 is as follows :) 


[H. R. 13153, 85th Cong., 2d sess. ] 


A BILL To amend title XI of the Merchant Marine Act, 1936, relating to Federal ship 
mortgage insurance, in order to include floating drydocks under the definition of the 
term ‘“‘vessel’’ in such title 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1101 (c) of the Merchant 
Marine Act, 1936, is amended by striking out “and fishing vessels” and insert- 
ing in lieu thereof “fishing vessels, and floating drydocks”’. 

The CuHatrman. Those in favor of this legislation contend that 
there is a real necessity for this amendment, because the flo: ating dry- 
docks presently available are inadequate to serve the larger sized 

tankers and bulk cargo vessels that are now under construction. They 
have also found that the banks and other financial institutions are un- 
willing to advance funds for the private financing of larger drydocks 
unless they are protected by Federal ship mortgage insurance. 

The committee has received a report from the Department of the 
Navy favorable to this legislation. 

That will be put in the record. 

31 
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(The report referred to follows :) 
JULY 18, 1958. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: Your request for comment on H. R. 18158, a bill to 
amend title XI of the Merchant Marine Act, 1936, relating to Federal ship 
mortgage insurance, in order to include floating drydocks under the definition 
of the term “vessel” in such title, has been assigned to this Department by the 
Secretary of Defense for the preparation of a report thereon expressing the 
views of the Department of Defense. 

This bill would amend the Federal ship mortgage insurance title of the 
Merchant Marine Act, 1936, to include floating drydocks within the definition 
of “‘vessels” for the purposes of that title. 

As there may be a possible mobilization deficiency of floating drydocks in a 
future emergency, this Department would favor legislation which would en- 
courage the building of additional floating drydocks. As the subject matter 
of H. R. 13153 is primarily the responsibility of the Department of Commerce, 
the Department of the Navy on behalf of the Department of Defense defers 
to the views of the Department of Commerce on the desirability of H. R. 
13153 as a means of increasing the number of floating drydocks that would be 
available upon mobilization. 

This report has been coordinated within the Department of Defense in ac- 
cordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on H. R. 131538 to the 
Congress. 

Sincerely yours, 
R. ¥. McE.roy, 
Captain, United States Navy, 
Deputy Director, Legislative Liaison 
(For the Secretary of the Navy). 


The CuHatrMan. The committee has also received a favorable tele- 
gram from Moore Dry Dock Co., of Oakland, Calif. 
That will be put in the record. 


(The telegram referred to follows :) 
OAKLAND, CALIr., July 17, 1958. 
Chairman HERBERT C. BONNER, 
House Office Building, 
Washington, D. C.: 

Currently we are building for our account a 25,000-ton capacity drydock ; there- 
fore, we believe ourselves qualified to comment on the problems encountered by 
typical private shipyards in financing a dock. Although we might not avail our- 
selves of the assistance afforded by the proposed legislation that would classify 
drydocks as vessels for mortgage loan purposes, specifically H. R. 13153, we 
earnestly urge its passage in the interest of enabling United States shipyards to 
keep abreast of drydocking requirements entailed by the large vessels in service 
today. Without this legislation several United States yards may not be able to 
construct new large docks. In the absence of such large docks in this country 
much ship repair work would have to be performed in foreign ports. 

JAMES R. Moore, 
Moore Dry Dock Co. 


The Carman. There is an unfavorable report from the Depart- 
ment of Commerce, an unfavorable telegram from the Newport News 
Shipbuilding & Dry Dock Co., a telegram from the Alabama Dry Dock 
& Shipbuilding Co. opposing the legisl: ation; a telegram from J. G. 
McCurdy, vice president and gene ral manager of Puget Sound Bridge 
& Dredging Co. opposing the legislation; and a telegram from the 
Charleston Shipyards in favor of it. 

These will be put in the record. 
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(The documents referred to follow :) 


THE SECRETARY OF COMMERCE, 
Washington, D. C. 
Hon. HERBERT C, BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. CHAIRMAN: This letter is in reply to your request of July 1, 
1958, for the views of this Department with respect to H. R. 13153, a bill to amend 
title XI of the Merchant Marine Act, 1936, relating to Federal ship mortgage 
insurance, in order to include floating drydocks under the definition of the term 
“vessel” in such title. 

The bill, by amending section 1101 (c) of title XI of the Merchant Marine Act, 
1936, as amended, would include floating drydocks within the specifically named 
“vessels” eligible for Federal ship mortgage insurance subject, of course, to all 
other requirements of law as to eligibility for title XI insurance. 

The Department does not recommend favorable consideration of the bill. 

A floating drydock is, of course, a specialized facility used in the repair of 
ships and not used in the transportation of goods or persons. A drydock does 
not come within the scope of the definition of the term “vessel” in section 3 of 
title I of the United States Code, which provides that “vessel” ineludes “every 
description of watercraft or other artificial contrivance used, or capable of being 
used, as a means of transportation on water.” Section 1101 (c) of title XI of 
the Merchant Marine Act, 1936, provides that the term “vessel” includes ‘‘all 
types of passenger, cargo, and combination passenger-cargo carrying vessels, 
tankers, tugs, towboats, and dredges documented under the laws of the United 
States, and fishing vessels owned by citizens of the United States.” 

Even though the definition of “vessel” were amended as proposed by the bill, 
there remain other requirements of title XI which would have to be met by 
the vessel and by the mortgage submitted for insurance under title XI. A 
ship mortgage must be a preferred mortgage as defined in the Ship Mortgage 
Acf, 1920, as amended. This requires United States documentation of the 
vessel in question, and requires in case of documentation for use in the domestic 
trade that the vessel be a United States citizen-owned vessel with 75 percent 
of the stock interest vested in United States citizens free of any trust or obli- 
gation in favor of a noncitizen and free of any contract or other arrangement 
which would place control of the corporate owner in any person not a citizen 
of the United States. 

It is not clear that floating drydocks would qualify under section 1104 (a) (8) 
and section 1104 (b) (2) of title XI, which require that the vessel “be designed 
principally for commercial use” (in the sense of transportation), nor under 
section 1104 (c), which requires that the property or project with respect to 
which the mortgage or loan is executed will, in the opinion of the Secretary 
of Commerce, be economically sound. 

The amendment of ship mortgage insurance title XI to provide 100 percent 
insurance was only made after very extensive and detailed legislative con- 
sideration of the importance and urgency of such provision for Federal aid and 
guaranty in connection with the construction of ships. It does not appear 
that the shipbuilding and ship-repair industry cannot secure private financing 
through private facilities to meet needs for expansion While there will be 
some need for facilities of larger capacity because of the increased tonnages 
of vessels under construction or planned for in the next few years (particularly 
tankers and some bulk carriers), there appears to be no immediate urgency 
from the national viewpoint which justifies financial aid or guaranty from 
the Federal Government. On the contrary, the ship-repair industry has recently 
been short of employment during the recent slow period of operations in the 
shipping industry generally. 

There are indications that from the mobilization viewpoint facilities of a 
larger capacity may be needed in the next decade. However, the Department 
of Commerce defers to the knowledge and views of the Department of Defense 
with respect to mobilization needs. 

The Bureau of the Budget has advised that it would interpose no objection 
to the submission of this letter to the committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Seerctary of Commerce. 
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NEWPoR?T NEWS, VA., July 17, 1958. 
Hon. HERBERT C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House Office Building, Washington, D. C.: 

This company does not favor passage of H. R. 13153, which purports to 
classify floating drydocks as vessels for purposes of mortgage loan insurance. 
We do not believe that title 11 of the Merchant Marine Act, 1936, contemplated 
such insurance which would in effect be Government insurance for plant facili- 
ties and we consider that such legislation will be detrimental to those com- 
panies who own fixed as well as floating facilities and who have been compelled 
to acquire the same without the aid of Government insurance. We, accordingly, 
hope that your committee will not report the same favorably. 

Newport NEWS SHIPBUILDING & Dry Dock Co., 
sy W. E. BLEweETT, Jr., President. 


MosILe, ALA., July 17, 1958. 
Hon. Hersert C. BONNER, 
Chairman, House Committee on Merchant Marine and Fisheries, 
Washington, D.C.: 


We do not believe the enactment of bill H. R. 13153 will be in the best interest 
of the ship repair industry. Your consideration in preventing the enactment 
of this bill will be greatly appreciated. 

ALABAMA Dry Dock & SHIP 
BUILDING Co., 
E. J. Fiynn, President. 


SEATTLE, WASH., July 16, 1958. 
Hon. Hervert C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D. C.: 

Understand your committee will have hearing Friday, H. R. 13153, which 
pertains extension mortgage loan insurance to drydock construction. We want 
to be put on record as unalterably opposed to this legislative bill. Responsible 
corporations desiring to construct drydocks capable of own financing. 

J.G. McCurpy, 
Vice President and General Manager, 
Pudget Sound Bridge & Dredging Co. 


STURGEON Bay, WIS., July 18, 1958. 
Hersert C. BONNER, 
Chairman, Committee on Interstate and Foreign Commerce, 
Shipbuilders Council of America, New York, N.Y.: 

Subject: S. 4025, H. R. 13153, to authorize Federal ship and loan mortgage 
insurance under title XI of the 1933 act for floating drydocks. We definitely 
feel that mortgage insurance should apply to floating drydocks. There is a 
definite need for additional drydocking facilities on the Great Lakes which will 
be increased tremendously when the St. Lawrence seaway gets into full opera- 
tion. After years of study we see no other way of that these necessary drydocks 
can be provided except by Government assistance and strongly recommend the 
including of drydocks under the bill. 

C. R. CHRISTIANSON, 
President, Christy Corp. 


CHARLESTON, S. C., July 17, 1958. 
Hon. Hersert C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D.C.: 

The increasing size of merchant ships coming into service is creating the neces- 
sity for a corresponding enlargement of floating drydocks for their maintenance 
and repair. ‘The financing of such construction will be greatly facilitated pro- 
vided Federal and ship mortgage insurance available, therefore we urge the 
passage of H. R. 138153 which we understand may make this financing possible. 

L. Louis GREEN, Jr., 
President, Charleston Shipyards, Inc. 
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The CuarrmMan. Treasury makes no recommendation and GAO 
makes no recommendation. 

The first witness this morning is the proponent, Congressman 
Bennett. 


STATEMENT OF HON. CHARLES E. BENNETT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF FLORIDA 


Mr. Bennett. Mr. Chairman and members of the committee, I 
deeply appreciate the kindness of this committee in holding this hear- 
ing despite the lateness of the session. I feel that this bill would help 
our country to have adequate floating drydocks in emergency and 
therefore I think that it will be favorable to defense. 

Without taking further time, I will allow the other witnesses to 
testify to this bill. 

The CnatrmMan. Mr. Bennett, if you care to enlarge upon your state- 
ment it will be put in the record. 

Mr. Bennerr. Thank you, sir. 

The CHarrMan. The next witness is Mr. George Gibbs. 


STATEMENT OF GEORGE GIBBS, JR., PRESIDENT, GIBBS CORP., 
JACKSONVILLE, FLA. 


Mr. Gisss. Mr. Chairman, my name is George Gibbs, Jr. I am 
president of the Gibbs Corp., one of the largest ship-repair yards in 
the United States. We have been in business for 50 years. Our yard 
is located on the St. Johns River, in Jacksonville, Fla. 

We service and repair and convert all types of vessels, both Amer- 
ican and foreign flag, also ships of the United States Navy. 

Among the facilities in our shipyard we operate a floating drydock 
of 20,000-ton lifting capacity. It is regarded as one of the larger 
floating drydocks in commercial use in the United States today. 

I would like the committee to see this picture with the 34,000 dead- 
weight tanker aboard for her annual overhaul and repair. With great 
luck we were able to dock this ship and work was done to the ¢ -omple te 
satisfaction of the owners. The ship is only a forerunner of the 
larger vessels that are built and are to be built. It is easy to see that 
any larger ship would be impossible to dock on that drydock. As a 
matter of fact, I do not enjoy docking one that size. 

We realized 2 years ago that demands for the maintenance and re- 
pair of these new and larger ships would soon overtake the capabili- 
ties of most ship-repair yards which have made no provision to ac- 
commodate these larger vessels. In fact, no new large drydocks have 
been built in the United States since World War LI. 

As for my own company, we became determined that the acquisi- 
tion of a large docking facility was absolutely essential to the growth 
and expansion of our business. The prospect of buying or building a 
large dock in Europe was appealing since labor was cheaper and the 
produce tion of drydocks was in progress. 

As a result of 3 or 4 trips made to Europe, several attractive offers 
have been made to us, including the necessary financing arrangements. 

Mr. Totterson. What was that last statement? I did not quite 
hear it. ITamsorry. 
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Mr. Gisps. We were advised by our bankers that we could possibly 
purchase a drydock cheaper from the European market just as té ankers 
are built in the Suropean market. 

After 4 or 5 trips to Europe and a study of the various countries, 
including England, Germany, Holland, Sweden, and Italy, finally 
settling on either Germany or England, we obtained the most favor: 
able price for a large drydock, and also finance ing for this dock to be 
built there and brought home. Our arrangements are, in a sense, com- 
pleted in that respect except that we have not gone ahead with it. 

The CHairMan. Speak louder, please. I cannot hear you either. 

Mr. Gises. However, the addition to the European cost of duty, 
towing and insurance, together with late delivery, seems to make the 
acquisition of the dock in Europe less attractive. 

Meanwhile our friends in Government and industry have encour- 
aged us to build our new floating drydock in the United States. 

We talked to our banks and lending institutions concerning the pos- 
sibility of such financing. aoe many discussions with these institu- 
tions, their opinion seems to be that the one purpose function of : 
floating drydock together with the wide fluctuations in ship-repair ac- 
tivities makes such a loan unattractive without Federal ship-mortgage 
insurance. 

At the outset, it appeared that title XI of the 1936 act would seem to 
cover these 1 secon nts of the banks. On second look, however, it 
was determined that a clarification as to whether or not a floating dry- 
dock could be classified as a vessel, such as barges, tugs, dredges, and 
other equipment, have been, was necessary. 

The bill before you today seeks to m: ake this clarification. 

Unless title XI is thus amended so as to clearly make floating dry- 
docks eligible for Federal ship-mortgage insurance which, as | have 
said, is a must before any banking institution will extend the necessary 
financial assistance for the construction of a floating drydock large 
enough to meet the present requirements, we shall have no alternative 
but to build such a dock abroad, where the necessary financial arrange- 
ments can be made. 

We must have a dock and we are going to build it somewhere. If 
this amendment is enacted, we shall be able to obtain the necessary 
financing for construction of this dock in this country. 

[ hope this can be achieved. Resulting benefits to the American 
economy are apparent. With the same situations confronting many 
of the other ship repair yards in the country, we feel that it is im- 
portant for Congress to facilitate the construction of larger floating 
drydocks to accommodate the larger-type vessels that are now being 
constructed, particularly when it can be done through private financ- 
ing and at no cost to the Government by making available the in- 
cent ive of Feder: w ship-mortage insurance. 

[ therefore urge that this committee give immediate and favorable 
attention to the bill that is now before you. If the proposed amend- 
ment is enacted, it will greatly facilitate the necessary re pair and con- 
version work for our merchant marine and for the United States 
Navy by extending the benefits of Federal ship-mortgage insurance 
in obtaining private financing for the construction of the necessary 
needed larger floating drydocks. 

[ have studied this situation, as I say, for some 2 to3 years. 
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I would be very glad to answer any question that the committee 
might have. 

The Chairman. What is the availability of floating drydocks at 
the present time / 

Mr. Giees. At the present time the large floating drydock is ex- 
tremely scarce. At this moment | know of 2 ships that needed dry- 
docking on the east coast of the United States and there was only 
drydock available for them on the entire east coast; and those were 
not the largest ships but they were larger than anything else available. 

The Cuamman. What is the advantage of a float ing drydock over 
a fixed drydock? What is the difference in the cost ¢ 

Mr. Gisrs. ‘The cost of a floating drydock is usually cheaper. The 
advantage of a floating drydock over a fixed drydock, to my company, 
is that it is mobile, e: asily moved as I expand my facilities ‘and moved 
to another location. It is easier financed, in that if for some reason it 
must be sold it can be moved to another location. 

From a purely technical point of view, the properly constructed 
floating drydock and a graving dock does the same job. 

The Cuamman. Mr. 'Vollefson. 

Mr. Toutierson. Mr. Gibbs, does the Navy have any floating dry- 
docks that are available for lease ¢ 

Mr. Gisps. Yes, sir; and during our study of this problem of how 
we could obtain a dock in order to continue our place in the industry, 
we studied the Navy *s docks very care fully. The dock that the af have 
that would be comparable to what is required for the new vessels is 

called AF DB-3, 1 believe. It is located in the St. Johns River in a 
mothbal condition. 

We were advised by Captain Reeside of the Bureau of Yards and 
Docks that it would be a very expensive thing to activate the dock 
and quite expensive to maintain. ‘These docks were designed to be 
quickly towed to some other section of the world. In case of emer- 
gency they are used for a base that might be created 3,000 to 10,000 
miles away from our borders. ‘They are made in sections so that they 
can be made practically as long as desired. Each section is an inde- 
pendent unit. Each section has an independent diesel engine to oper- 
ate it, necessitating 7 crews rather than 1 crew. 

To give them the ability to tow easily and well, they are deeper and, 
while not wider between the wing walls, much wider overall than a 
normal dock. 

We found that it would take approximately $3 million to activate 
one of these docks and that the maintenance per year brought down 
to a daily basis was in excess of the total income that the dock could 
produce provided it had the average ship that it would handle every 
day of the year. 

Mr. Totterson. In other words, it is a large dock, then ? 

Mr. Gipns. It is a large dock, no larger than the one we intend 
build but, because of the characteristics built into it for quick move- 
ment, it requires much more maintenance and considerable amount of 
money to activate. 

Well, as an illustration, the hole required for this dock is 300 feet 
wide, 80 feet deep, and 1,000 feet long at the bottom. The hole re- 
quired for a commercial-type dock not designed to be readily moved 
would be 165 feet in the bottom versus 300 feet. It would be only 
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60 feet deep versus 80 feet deep and would be as long as the drydock 
was which, in our case, would be 800 feet. 

Now, if we wanted it as long as this Navy dock, it would be 1,000 
feet as well but we would save 20 feet of depth and roughly 150 feet 
in width of the hole. 

Mr. Totierson. So that the Navy drydock, of which you are speak- 
ing, would not be a profitable operation for you to lease and operate ? 

Mr. Gines. They have many other types of drydocks but not large 
enough, sir. 

Mr. Totierson. Are there any privately owned floating drydocks? 

Mr. Gress. I do not believe that there are any privately owned dry- 
docks in the United States of the size that we feel is necessary to serv- 
ice our industry. 

Mr. Totierson. Is the normal ship-repair facility a floating or « 
graving dock ? 

Mr. Gipps. No, sir. The majority of the drydocks in the United 
States are floating, I would assume. I believe that is so. I do not 
have the statistics. 

Mr. Totterson. Who owns them ? 

Mr. Gispss. They are owned by private industry. 

Mr. Tourerson. I asked you if there were any privately owned 
floating docks. 

Mr. Ginss. Yes, sir. 

Mr. Totierson. I thought I asked that question. 

Mr. Gress. I thought you asked me if they were floating or graving. 
T am sorry. 

Mr. Totierson. Are there very many of them? 

Mr. Giers. There are a good many drydocks in the United States of 
various sizes. There are no floating drydocks, to my knowledge, of the 
size required. There are floating dr ydocks larger than the one I oper- 
ate. I think there are 2 in the ‘country ; ; however, they are not much 
jarger. 

Mr. Totirrson. As I understand your view, you feel that, with the 
advent of larger ships, there is a need for larger floating drydocks ? 

Mr. Ginps. Yes, sir. In my particular case by 1960, 30 percent of 
the vessels available to be repaired in my yard will be too large for me 
to take; by 1965, it will be 40 percent; and by 1968, some 63 percent of 
the vessels available to repair in my yard will be too large for me to 
handle. That is true of a great many of the yards. 

Mr. Totrerson. I stepped out for a moment and I do not know 
whether you touched upon the availability of private financing without 
this legislation. Have you endeavored to seek private financing ? 

Mr. Grprs. Yes, sir; and I have obtained private financing to build a 
drydock in the most economical fashion possible. That private financ- 
ing has suggested to me that I goto Europe and eventoJapan. I ruled 
that out because of the problem of getting through the canal, and the 
long tow to the east coast. As of last year I determined that the dry- 
dock built in Europe would be some $2 million cheaper than a drydock 
built in the Unitéd States. 

Mr. Torterson. When I said “private financing,” I meant with 
American capital. 

Mr. Gipers. That is correct. That is with American capital agreed to 
finance a dock built in Europe but they said they could not finance an 
identical dock built in this country for some $2 million. 
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Mr. cee Would they build it under this type of bill? 

Mr. Ginps. Yes, sir; they would. Since the boom in ship-repair 
yards and shipbuilding yards has tapered off since last year, the dif- 
ferential in cost has been reduced. ‘Today the $2 million could more 
properly be described as $1 million and our private bankers have 
told us that they appreciate that we would rather build in this country 
and that there were many advantages. They said they would finance 
it provided they could have Federal mortgage insurance. 

Mr. Totierson. That is all, Mr. Chairman. 

The Cuairman. Mr. Thompson. 

Mr. Tuomprson. Mr. Chairman. I think the questions I was inter- 
ested in were asked by Mr. Tollefson. 

The CnarrMan. Mr. Miller. 

Mr. Mixer. I have no questions. 

The Cuarrman. Mr. Allen. 

Mr. Auten. Mr. Chairman. 

Mr. Gibbs, what is the average life of a drydock ? 

Mr. Gisps. Properly maint: ained, sir, it Will last indefinitely. The 
wing walls go bad fairly quickly. The pontoons or hull remain good 
indefinite ‘ly. We have to replace wing walls often. 

Mr. Auten. What is the cost of one built in this country of the type 
that you would envision ? 

Mr. Gispss. The cost of the dock that we determined was best for 
our yard, built in this country, was $7 million, built in Europe it was 
$5 million. Those are round figures, sir. 

The British dock was $5,050, 000. 

The German dock was four million nine hundred thousand and 
some dollars. 

Mr. Auten. Was the $5 million figure with or without duty? 

Mr. Gisss. No. That is f. 0. b. building yard. The cost of duty, 
insurance, and delivery is approximately S7KO, 000. 

Mr. ALLEN. So that is about a million and a quarter difference. 

Mr. Gress. Yes; and that I believe has been reduced considerably. 

Mr. Auten. I notice that some of the wires and letters from repair 

yards and shipyards are in favor of the legislation and others against 
it. Could you tell me whether they fall in categories such as those that 
are for it who m: ry need to buy a drydock and those who are against 
it who have one and will not need financing? 

Mr. Gipps. Yes, sir. I feel that they “do. First of all, there are 
a few members of the industry who have not had an opportunity to 
study the bill in any way, shape, or form, and necessarily they found 
it easy to be against, but the people who have studied it generally 
fall in two categories: Those that are large enough to finance any 
improvement that they might want to keep abreast of the require- 
ments of the industry are against any aid for those who, while sub- 
stantial, are not quite able to finance anything that they might want 
to keep abreast of the industry. In other words, it is very large re- 
pair-ship companies which have a tendency to be against it. 

_ The independent companies, such as my own, are in most cases for 
it. 

Mr. Auten. Would you tell me how many drydocks there are in 
the country now other than militar y that can float a 25,000-ton ship ? 

Mr. Gises. There are very few, possibly two floating drydocks. 
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There is possibly one graving drydock in the regular business of re- 
pair. Of course, there are the drydoe ‘ks the graving drydocks that 
build these ships, but they are usually occupied by a ship being built 
and are unavailable to repair. 

(The following was furnished for insertion. ) 

GIBBS CORP., 
Jacksonville, Fla., July 25, 1958. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, House of 
Representatives, Washington, D.C. 

DEAR Mr. BONNER: I have now had an opportunity to read the transcript of 
testimony of the hearing before your committee held on July 18, 1958, on H. R. 
13153, a bill to amend title XI of the 1936 act so as to include floating drydocks 
among those vessels that will be eligible for Federal ship mortgage insurance. 

I was particularly pleased at the statements made by Mr. Morse, the Maritime 
Administrator, confirming the necessity for larger floating drydocks if the 
larger tankers and bulk carriers now being constructed are to be adequately 
maintained and repaired. He gave figures that show that there is only one 
floating drydock on the east coast, and none on the west coast, that would be 
capable of handling these larger vessels, because they are all of too great a 
beam to fit into the presently available facilities. As you know, the beam is the 
determining factor. To meet our requirements, it will be necessary to have a 
dock with clear width between the wing walls of 125 feet and an overall length 
of 800 feet. 

While there are some graving docks and other fixed facilities which would 
be able to serve these larger ships, Mr. Morse agreed that these facilities, exist 
ing only in the larger shipyards, were committed to the construction of new 
vessels and not ordinarily available for maintenance and repair work. 

I was also pleased at the strong endorsement the Department of Defense 
gave the proposed legislation, which showed the military necessity of having 
larger floating drydocks to meet the maintenance and repair requirements of the 
larger vessels that are now being constructed. 

At the hearing there was some discussion between Mr. Morse and members oi 
the committee regarding the economic feasibility of constructing these larger 
floating drydocks. I had stated that our bank was unwilling to finance the con- 
struction of the floating drydock we had in mind in the United States, which 
would cost approximately $7 million, without the benefit of Federal ship mortgage 
insurance, although they were willing to finance the construction of such a dock 
abroad, where it would cost approximately $5 million. Mr. Morse construed this 
to mean that the construction of this dock in the United States for $7 million 
must have appeared to the bank to be economically unfeasible, and suggested that 
the Maritime Administration might also be compelled to come to the same con- 
clusion were it called upon to determine its economic feasibility under section 
1104 (c) of the act. Mr. Morse was not aware that the reason that our bank 
was unwilling to make a loan without the benefit of Federal ship mortgage in 
surance for construction of the dock in the United States was because, in event 
the loan defaulted and it became necessary to foreclose against the dock, thes 
would face the necessity of selling a dock costing $7 million in competition with 
similar docks built abroad that cost only $5 million. Otherwise, based upon a 
projection that has been made by Standard & Poor of the potential tanker and 
bulk carrier repair business during the next few years, there is no doubt but 
that the bank would have been willing to finance such construction in an Ameri- 
ean yard. It is, of course, the latter problem that will be before the Maritime 
Administrator when it comes to making a section 1104 (¢) determination. 

There was some question as to whether a floating drydock could be documented 
as a vessel. You called attention to a recent Treasury decision, holding that a 
floating drydock could be documented as a vessel and that a preferred mortgage 
thereon could be recorded under the Ship Mortgage Act, 1920. 

You placed in the record a telegram from one of the larger shipyards, objecting 
to the passage of the bill on the grounds that it would constitute Government 
insurance for plant facilities, whereas many yards had been compelled to acquire 
these facilities, including floating drydocks, without the aid of Government in- 
surance. It is a well-known fact that the shipyards have acquired most of their 
docking and other facilities from the Government at but a fraction of their 
construction cost. The yards paid only 25 percent of the Government cost at 
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most, and in some instances as low as 5 percent of the Government cost, for these 
facilities. 

Our reaction to the bill is quite opposite to that taken in the telegram. We 
feel that the proposed legislation will enable private capital to be invested in 
these large floating drydocks that are becoming so essential to the adequate main- 
tenance and repair of our larger vessels. Without this legislation, the only alter- 
native would be to build these facilities with public funds, and to furnish them 
to the shipyards at costs far less than their construction cost, which would be in 
the nature of a subsidy to the shipyards. Mr. Morse recognized that this would 
be a far more difficult kind of legislation to have enacted than the present 
proposal. 

It would be appreciated if this letter could be included in the record of this 
hearing. 

Very truly yours, 
GEORGE W. GIBBS, Jr., 
President. 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuatrman. I will place in the record at this point the tele- 
gram from Camden, N. J., from the New York Shipbuilding Corp., 
signed by H. W. Pierce, favorable to this legislation. 

(The telegram referred to follows :) 

CAMDEN, N. J., July 18, 19958. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House Office Building, Washington, D.C.: 

We wish to record our support of H. R. 13153 to classify drydocks and vessels 
for mortgage loan insurance under title XI. It can be of assistance to a respon- 
sible operation in replacement or expansion and will help retain work of this 
nature in this country. The extension of the provisions of title XI to floating 
equipment of this type is wholly logical and equitable. 

NEW YORK SHIPBUILDING CorP., 
By H. W. PIERCE, 
Vice Chairman of the Board. 

The Cuatrman. Do you have any questions, Mr. Van Pelt ? 

Mr. Van Petr. No questions. 

The CuarrMan. Mr. Ray? 
Mr. Ray. I have no questions. 
The CHairman. Mr. Mailliard ? 

Mr. Mainuiarp. I have no questions. 

The Cuarrman. Mr. Pelly? 

Mr. Petty. I have no questions. 

The Cuairman. The next witness is Mr. Hodges. Do you desire 
to testify ? 

Weare not going to have much time this morning. 

I want you to go right along with your business. 


STATEMENT OF GEORGE HODGES, MANAGER, MARINE 
DEPARTMENT, BABCOCK & WILCOX CO. 


Mr. Honers. Mr. Chairman and members of the committee, my 
name is George Hodges. Iam the manager of the marine department 
of Babcock & Wilcox Co., manufacturer of boilers for both ships and 
stationary powerplants. 

I have a short statement I would like to read. 

Bulk carriers for ore and petroleum have in the past few years been 
considerably increased in size. For the foreseeable future the eco- 
nomic requirements for these carriers will dictate a continued construc- 
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tion program for these large ships. There may even be a possible 
increase in size with the application of advanced powerplants. With 
the introduction of these larger vessels into our merchant marine, we 
are faced with the problem of suitable repair facilities. This is ob- 
vious in light of other testimony which records the increase in size of 
bulk carriers from 16,000-ton tankers of World War IT to the 65,000- 
to 100,000-ton tanker of today. 

We perhaps do not have adequate canal facilities for these ships. 
This, however, does not keep us from operating these ships. Repair 
facilities, however, are another problem. We must be adequate in 
this category to keep the ships at sea. This isa necessity regardless of 
whether the ship goes through the canal or around Cape Horn. Suit- 
able repair facilities must by necessity include suitable and adequate 
drydocks. If these docks are not available operators of bulk carriers 
‘an solve the problem by repairing their ships at the foreign end of 
their trips. This quite obviously will not help the economy of the 
United States. 

If this condition becomes an established fact in our economy, there 
will be tremendous pressure under the law of supply and demand to 
build additional facilities. 

Under this incentive people will investigate how and where these . 
facilities can be built. There is now sufficient evidence to show that 
these facilities can be built in Europe. There is even evidence to show 
that these facilities will be built in Europe. 

Such a state of affairs is not to the best interest of American indus- 
try. But it is even more serious than this because it is far better to 
build these facilities in the United States where we have complete 
control of them at all times, especially in an emergency. 

We have American-flag ships. We want to keep these ships on the 
highseas. To keep these s ships on the high seas, we must be able to ade- 
quately handle repairs. 

I feel we should repair these ships with American-built repair facil- 
ities. 

The Cuatrman. Are there any questions? 

Mr. Totiterson. Mr. Chairman, I have a question. 

The CHarrman. Mr. Tollefson. 

Mr. Totierson. Just for the sake of the record, what if an Ameri- 
can-flag ship obtains repairs in a foreign yard? What do our laws 
provide with respect to those repairs ? 

Mr. Honees. I do not believe I can answer that question. My only 
interest in this is that I understood that people were going to possibly 
build these repair facilities in Europe and that I felt that ‘anything we 
could do to help them build them in this country would save that 
amount of work for this country. 

Mr. Totierson. Counsel informs me that if a nonsubsidized Amer- 
ican ship is repaired in a foreign yard, there is a 50-percent duty on all 
repairs. The United States char ges a 50-percent duty. Subsidized 
lines cannot repair their ships, except necessary repairs, in foreign 
yards at all. 

Mr. Petty. Will the gentleman yield? 

Mr. Totterson. Yes. 

Mr. Peniy. I wonder if the record could show what the duty on a 
foreign-built floating drydock would be? 
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The Cuamrman. The former witness gave that testimony. 

Mr. Auten. Three quarters of a million dollars. 

Mr. Totierson. I think that included insurance. 

Mr. Gipps. It is 13 percent, roughly, included in the $750,000. 

Mr. Petty. Thank you. 

The Cuairman. I take it that the present witness is anxious to see 
employment as much as possible used here in our country, and that 
the ability and materials should be American and not have to go to 
foreign to build something we can build here at home. Is that the 
general tenor of your testimony ? 

Mr. Hopers. Yes, Mr. Chairman. 

The CHarrman. Thank you very much. 

Mr. Roberts, Merrill-Stevens Drydock Co. 


STATEMENT OF C. B. ROBERTS, MERRILL-STEVENS DRYDOCK & 
REPAIR CO., JACKSONVILLE, FLA. 


Mr. Roperrs. Mr. Chairman, members of the committee, my name 
is C. B. Roberts, appearing on behalf of Merrill-Stevens Drydock & 
Repair Co., in Jacksonville, Fla. 

I have a very short statement to read. I have heard the statement 
of Mr. George W. Gibbs, Jr., and we heartily endorse all that he has 
said with respect to the necessity for constructing larger floating dry- 
docks to meet the requirements for servicing the larger type tanker 
and bulk carrier vessels that are now being constructed and for which 
most of = shipyards, including our own, have no present facilities. 
We, too, realize the difficulty of obtaining private financing for the 
colinvactlita of one of these larger floating drydocks without the 
assistance of Federal ship- mortgage insurance. 

We join in urging that this committee report favorably the bill 
that is now before you proposing to amend title XI of the Merchant 
Marine Act of 1936 so as to include floating drydocks among the vessels 


for which Federal ship-mortgage insurance is made available under 
this title. 


Thank you, sir. 

The Cuairman. Are there any questions? 

Mr. Miller? 

Mr. Mittrr. I have no questions, and only want to say that I appre- 
ciate the gentleman’s interest, and I appreciate the interest that Mr. 
Bennett has shown in this matter, because I think that it has a great 
bearing on national defense. 

I have the privilege of sitting next to Mr. Bennett on the Commit- 
tee on Armed Services, and I know his interest in this field. 

I was wondering this: Is a floating drydock a documented vessel, 
Mr. Counsel ? 

Mr. Drewry. It can be. 

Mr. Minter. Could it be registered foreign ? 

Mr. Drewry. I think it would have to be if it was built abroad. 
I am not sure of that. 

Mr. Mirzer. It means that we lose, no matter how, facilities for 
maintaining our own ships in time of emergency. That, to me, is the 
overriding reason why we should have all ‘of these fac ilities, because 
a merchant marine is not just the vessels that go to sea. It is all of 
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the facilities for their building, their repair, and their operation. The 
docks, the terminals, all go into a balanced maritime economy, and, 
if any one link is weak, the whole thing falls, and I think, particularly, 
we are weak in this field. 

Mr. Roserrs. There is no doubt about it, sir. It is more important 
now to have this floating dock so that it can be moved in time of 
emergency, if necessary. 

Mr. Mintzer. That is all, Mr. Chairman. 

The Cuatrman. I will place in the record at this time a statement 
from the American Merchant Marine Institute, Inc., favorable to this 
legislation, and, particularly, I call attention to the table accompany- 
ing this statement that shows the tremendous increase in the size and 
width and depth of vessels and the necessity for some step such as 
that contemplated now to take care of them. 

(The statement referred to follows:) 


STATEMENT OF ALVIN SHAPTRO, VICE PRESIDENT, AMERICAN MERCHANT MARINE 
INSTITUTE, INC., IN Support oF H. R. 13153 


My name is Alvin Shapiro. I am vice president of the American Merchant 
Marine Institute, an organization representing some 50 American steamship 
companies. Our members operate vessels of all types into and out of United 
States ports on all three coasts in our domestic and foreign trades. It is par- 
ticularly important to note that among our tanker and ore-carrying members 
are many who are building large ships of the “super” category, undreamed of 
just a few years back. The institute supports H. R. 13153 and hopes that this 
committee will see fit to do the same. 

Basically, this bill is a simple amendment of title XI of the Merchant Marine 
Act, 19836, as amended, to include floating drydocks among the type of vessels 
available for Federal ship-mortgage insurance. 

There existed prior to, and there was constructed during, World War II what 
appears to be a sufficiency of floating drydocks, capable of handling so-called 
normal-size vessels—in the neighborhood of 85 feet in width and 600 feet in 
length. We have attached hereto a brief tabulation showing trends in vessel 
construction in the ore-carrier and oil-carrier category over a period of some 
30 years. It shows that, in particular during the past 9 years, what was con- 
sidered formerly controlling dimensions has been greatly altered. The typical 
T—2 tanker of several years past is now literally dwarfed by the behemoth of 
100,000 tons and 125-foot beam building and on the high seas. It is, as a matter 
of fact, in recognition of this trend that our Government is spending, most 
properly, millions of dollars in public-works programs in connection with chan- 
nels and harbors so that the economies of new concepts of mass transportation 
by water can be realized in all areas of our country and the advantages there- 
from accrue to our citizens throughout the land. 

If the American merchant marine is to be enabled to create and extend these 
economies it must have available to it drydocks of greater general capacity 
than those presently available Our present equipment in this facility largely 
under lease from the Navy will efficiently accommodate vessels of about 30,000 
deadweight tons—S5 feet in beam and 600 feet in length These are, of course, 
not adequate to service our modern merchant marine and progress being made 
with our fleet, particularly in the bulk-carrying cargo vessels. 

This committee need hardly be reminded that, in addition to serving the needs 
of our commercial fleet, modern floating drydocks of large size, when con- 
structed, will be available for the servicing of naval vessels should this be re- 
quired in time of national emergency. The ability of these facilities to so serve 
is, of course, heightened by their own mobility throughout the world. 

We understand great efforts are being made by ship repairers to finance 
privately the construction of facilities under discussion here today. However, 
because the vagaries of the demand for these facilities coincides with those with 
which the committee is so familiar in connection with merchant vessels them- 
selves, private financing, particularly for smaller firms, is made virtually im- 
possible without Government mortgage guaranties. We understand this ob- 
stacle will be overcome by passage of the subject bill. We therefore hope the 
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committee will report it favorably and help speed the addition of these vital 
installations to the total maritime balance and strength of our American mer- 
chant marine. 


TABLE I.—Trends in vessel construction 


TYPICAL OIL CARRIERS 


Mean 
Overall summer Speed, Dead- 
Date Vessel length Breadth salt knots weight 
water tonnage 
draf 
I m Ft i Ft 
190) aI S. } t S99 2 19 ) 24 0 y 6, 500 
1908 Tras 13 3 2 0 24 0 12 9, 232 
1914 John D, Archbold . 74 6 ow 0 2 l 1044 9, 546 
1vlé Charles Pratt 16 ¢ 68 ) 97 10 15, 955 
1918 | USSB tanker 4 ( 9 7 25 =oé 10 10, 000 
194! T-2 tanker r2-SE-Al 523 68 O 30 2 14 16. 500 
104 itlantic Sur 47 3 70 0 iA 4 l 17, 910 
1948 | Esso Zurich G28 ( 82 6 31 11 16 26. 555 
1950 \flantic Sean - 85 $4 3 17 30, 155 
10538 7 1 Onassis 7 s ) 0 37 Q34 16 45, OOO 
1953 pP 0 10 673 O 2 oO +4 734 15 38, 000 
1054 ai i/ion Jones 707 0 si ; ( 17 38, 000 
1954 World Glory id 102 0 ‘ 6 16} 45, 110 
1955 Sinclair Petrolore (tanker and ore 
carrier 700 «(20 106 «60 4() 0 15 55, 500 
1956 Cities Service PRaltimore Hol oO ow O em. | 18 32, 650 
1956 | Universe Leader S49 125 0 46) l 14! 85, 500 
1957 Esso Gettyshur ) Q 18! 37. 800 
1957 Tidewater 782 02 0 37 6 l¢ 53, O85 
1958 Under construction 
In United States shipyard " 
Esso 740 O 02 O 37 10! 16 46, 000 
In United Stat hipyard 
Niarchos O40 0 134 0 48 0 18 106, 500 
rYPICAL BULK ORE CARRIERS 
Ft ’ Ft in Ft 
1922 Varore 571 ¢ 72 O $4 l 11 22, 980 
1945 ' ‘enore 582 11 7TR 34 4 16 24, 376 
1054 Ore Chief 204 0) 116 ¢ is et 14 60. OOO 
195 Leader HR 0 RS { 34 f 12 34, 200 
1956 | C5-S-RM 20a 609 | 77 0 33 0 16 24, 000 
1057 Cosmi 744 «Of OO 6 37 2 lt $6, 500 


The Cuatrman. Are there any questions, gentlemen / 

Mr. Ashley ? 

Mr. Asuuey. I am sorry I was unable to get here when the hearing 
commenced. I wonder if there would be any inventory that you know 
of with respect to floating drydocks ? 

Mr. Roserts. Iam not familiar with it. 

Mr. Asuuery. Is this standard for the shipbuilding industry ¢ 

The Cuarrman. The former witness enumerated the available float- 
ing drydocks in this Nation at the present time. 

Mr. Asuuey. Good. 

The CHatrMan. That isin the record. 

Mr. Asuiey. Fine. 

The Cuarrman. Thank you very much, sir. 

Mr. Roserts. Thank you. 

The CnarrmMan. We now have Mr. Clarence Morse, the Maritime 
Administrator. We are always glad to have Mr. Morse appear before 
the committee, Mr. Morse. 
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STATEMENT OF CLARENCE MORSE, MARITIME ADMINISTRATOR, 


MARITIME ADMINISTRATION, DEPARTMENT OF COMMERCE— 
Resumed 


Mr. Morse. Thank you, Mr. Chairman. 

The bill, H. R. 18153, by amending section 1101 (c) of title XI of 
the Merchant Marine Act, 1936, as amended, would include floating 
drydocks within the specifically named “vessels” eligible for Federal 
ship mortgage insurance subject, of course, to all other requirements 
of law as to eligibility for title XI insurance 

A floating drydock is, of course, a speci alized facility used in the 
repair of ships and not used in the transportation of goods or persons. 
A drydock does not come within the scope of the definition of the 
term “vessel” in section 3 of title I of the United States Code, which 
provides that “vessel” includes “every description of watercraft or 
other artificial transportation on water.” Section 1101 (c) of title 
XI of the Merchant Marine Act, 1936, provides that the term “vessel” 
includes— 

All types of passenger, cargo, and combination passenger-cargo carrying vessels, 
tankers, tugs, towboats, and dredges documented under the laws of the United 
States, and fishing vessels owned by citizens of the United States. 

Even though the definition of “vessel” were amended as proposed 
by the bill, there remain other requirements of title XI which would 
have to be met by the vessel and by the mortgage submitted for insur- 
ance under title XI. A ship mortgage must be a preferred mortgage 
as defined in the Ship Mortgage Act, 19: 20, as amended. This requires 
United States documentation of the vessel in question, and requires in 
case of documentation for use in the domestic trade that the vessel 
be a United States citizen-owned vessel with 75 percent of the stock 
interest vested in United States citizens free of any trust or obligation 
in favor of a noncitizen and free of any contract or other arrangement 
which would place control of the corporate owner in any person not 
a citizen of the United States. 

It is not clear that floating drydocks would qualify under section 
1104 (a) (8) and section 1104 (b) (2) of title XI, which require that 
the vessel “be designed principally for commercial use” (in the sense 
of transportation), nor under section 1104 (c), which requires that 
the property or project with respect to which the mortgage or loan is 
executed will, in the opinion of the Secretary of Commerce, be eco- 
nomically sound. 

Of some 250 floating and graving drydocks in the United States 
(including Navy drydocks), about 125 are of such dimensions as to 
be available for United States-flag oceangoing merchant and Navy 
vessels. Of these, 82 are floating drydoc ks with lifting capacity from 
3,000 to 25,000 tons. 


Number 
of floating 


Lifting capacity in tons: drydocks 
Between 20,000 and 25,000... _- twit ands lies L pevvane. 4 
I ire a a i ES wet pir ghined 23 
Between 10,000 and 15,000_____ Sa A Rn a aa en aki 24 
Between 5,000 and 10,000______- reins tal gh, en D Sek Tue 5 OE Cae e 17 
Between 3,000 and 5,000____- pitti ee cals Ihesatiduh denied Rik 14 


When we refer to lifting capacity, we are referring to the light- 
weight of the ship rather than deadweight or gross tonnage or any- 
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thing of that sort. It is the lightweight of the ship. Then I have 
shown the lifting capacity in tons of a number of floating drydocks in 
the various categories. 

Mr. Mitter. Will the gentleman yield at that point? 

What would be the ratio between the lightweight of the ship and 
the deadweight so that we could interpret what a 25,000-ton ship 
would be? 

Mr. Morse. It will vary so that there is no direct relationship. 
Here, for example, is a 45,000-ton tanker. The lightweight ship is 
13,000 tons. 

Mr. Miuuer. I see. 

Mr. Morse. For a 60,000-ton tanker the lightweight is 16,300. A 
65,000-ton tanker is 19,200. 

Mr. Mitter. So that any of these docks if they are long enough, the 
bigger docks would be able to handle those tankers ? 

Mr. Morse. The length is not the limiting factor. They can over- 
hang at each end. The limiting factors are the weight-lifting ability 
of the drydock and the beam. 

Most of these big tankers have a wider beam than can be accom- 
modated in most of these drydocks. 

The Cuarrman. Most of which drydocks, these you have listed here? 

Mr. Morse. Yes, that is correct. 

The Cuarrman. On page 3 of your statement ? 

Mr. Morse. That is correct. 

The CHatrman. You say that they would not take the beam ? 

Mr. Morse. Of the three size tankers that I have mentioned, the 
45,000 tonner was 102 foot beam and we have only one floating dry- 
dock that could accommodate that tanker. 

The Cuatrrman. What size tanker was that? 

Mr. Morse. 45,000 tons. 

The CuHarrMAN. You have only one floating drydock in the country 
that will take that tanker? 

Mr. Morse. One commercial floating drydock. 

The Cuarrman. These drydocks that you have listed are Navy or 
private ? 

Mr. Morse. Some Navy and some private. 

The Cuarrman. What is the proportion ? 

Mr. Morse. We do not have that broken down but we would be glad 
to supply it for the record. 

The CHamman. We have to have that. It is hard to get anything 
from the Navy for commercial purposes. 

Mr. Morse. Most of these are commercial but we will supply the 
breakdown for the record. 

The CHarrman. Yes, sir. 

(The information referred to follows :) 

Of the 82 floating drydocks 58 are commercial, and 24 are Navy but loaned 
for commercial use. 

The Cuatrman, All right, Mr. Morse. 

Mr. Morse. The other two tankers that I identified, the 60,000-ton 
tanker has a 104-foot beam and the 65,000-ton tanker was a 115-foot 
‘beam. 

The Cuarrman. In what commercial drydocks could they get both? 
I refer to floating drydocks. 
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Mr. Morsr. The 60,000 tanker could be accommodated in that same 
one drydock. 

The Cuarrman. On what coast is that located ¢ 

Mr. Morse. It ison the east coast. 

The Cuatrman. What would happen on the Pacific coast / 

Mr. Morse. It would have to be put into a graving dock. 

The CuairMan. We have nothing out there to take care of it / 

Mr. Morse. We have no floating drydock big enough for that and 
we have no floating drydocks on any coast big enough to accommodate 
115-foot beam. 

The Cuarman. And we have vessels of that type that need repair? 

Mr. Morse. Yes, sir. 

The Cuarrman. Allright, Mr. Morse. 

Mr. Morss. There are about 1,000 cargo ships including 320 tankers 
in the active United States oceangoing merchant fleet and there are 
about 2,000 cargo and miscellaneous types and 54 tankers in the reserve 
fleet. In the event of a national emergency, more than 3,000 United 
States oceangoing ships would be av: ailable for use; substantial num- 
bers of these would require drydocking before being put into service. 

In the next few years, the trend toward building Is arger tankers and 
bulk carriers, with a large number of tankers with deadweight tonnage 
capacity of 45,000 tons or more already in operation or under construe- 
tion, will increase the proportion of ships of large sizes which cannot 
be handled by the presently available floating drydoc ‘ks. The larger 
tankers will require drydocks which can lift in excess of 15,000 tons. 
That again refers to the light ship. 

As indicated above, there are 27 drydocks capable of handling ves- 
sels of this large size but for the problem of the beam. 

The CuatrMan. But you could not handle them on account of the 
beam ? 

Mr. Morse. Some they could and some they could not. It depends 
on the type of ship. 

The CHarrMan. Suppose we would have to have an extensive break- 
out shortly. What would we do? 

Mr. Morse. We would have a terrific congestion situation. 

The Cramman. I was here when we had that other breakout over- 
night. We threw away a lot of money because we were not prepared. 
It was a terrible situation and great criticism arose afterwards due 
to the manner in which we endeavored to create repair yards and 
building yards and everything else. That brings about my interest 
in this matter. It is beginning to show up that we are not prepared 
to take care of these ships. 

Go ahead, Mr. Morse. 

Mr. Morsr. There are indications that from the mobilization view- 
point floating drydocks of a larger capacity or a different geogr: iphi- 
cal distribution may be needed. However, the Department of Com- 
merce defers to the knowledge and views of the Department of De- 
fense with respect to such mobilization needs. 

The CuarrMan. Right there, we have a letter this morning from 
Defense endorsing this proposal. I will read it to you: 


As there may a possible mobilization deficiency of floating drydocks in a 
future emergency, this Department would favor legislation which would encour- 
age the building of additional floating drydocks. As the subject matter of 
H. R. 13153 is primarily the responsibility of the Department of Commerce, the 
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Department of the Navy on behalf of the Department of Defense defers to the 
views of the Department of Commerce on the desirability of H. R. 13153 as a 
means of increasing the number of floating drydocks that would be available 
upon mobilization. 

So that, we have strong testimony here this morning. 

Go ahead, Mr. Morse. 

Mr. Morse. The amendment of ship mortgage insurance title XI 
to provide 100-percent insurance was only made after very extensive 
and detailed legislative consideration of the importance and urgency 
of such provision for Federal aid and guaranty in connection with 
the construction of ships. It does not appear that the shipbuilding 
and ship-repair industry cannot secure private financing through 
private facilities to meet needs for expansion. While there will be 
some need for floating drydocks of larger capacity because of the 
increased tonnages of vessels under construction or planned for in the 
next few years (particularly tankers and some bulk carriers), there 
appears to be no immediate urgency from the national viewpoint 
which justifies financial aid or guaranty from the Federal Govern- 
ment. 

The Department of Commerce does not recommend enactment of the 
bill. The Bureau of the Budget advises that there is no objection to 
the submission of this statement to your committee. 

The Cramrman. Now, Mr. Morse, you sat here and heard one of the 
proponents of this bill testify that private finance and industry in this 
country is urging these people who are interested in construction of 
one of these drydocks to go ahead and build it. 

We want to keep business here at home. I hope the atmosphere 
that permeates the State Department does not get around among all 
the departments of government. 

Mr. Asutey. Mr. Chairman, would you yield on that point ? 

The Cuarrman. Yes. 

Mr. Asutey. I would like to know what the basis is for this remark 
by Mr. Morse. He states specifically that— 

It does not appear that the shipbuilding and ship repair industry cannot secure 
private financing through private facilities to meet needs for expansion. 

IIas somebody gone out into the money market to investigate this, 
Mr. Morse? 

Mr. Morse. No one from Maritime has done so. 

Mr. AsHuiry. Has someone done so from the Department of Com- 
merce / 

Mr. Morsr. Notas far as I know. 

Mr. Asutey. It would appear then, Mr. Chairman, that the testi- 
mony of the people from the industry who have had this problem 
would be somewhat more credible. 

The Cuatrman. Mr. Morse is a very fine citizen and a very fine man. 

Mr. Asutey. I am not saying that. 

The Cuairman. I appreciate that he has to come here and testify. 
TI understand his testimony all right. 

Mr. Tollefson ? 

Mr. Morse. Mr. Bonner, may I indicate my personal views? 

[ heard one of the earlier witnesses say that the banks would finance 
a foreign built drydock which would cost in the neighborhood of $5 
million to $514 million, but were unwilling to finance an American 
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built. drydock which would cost in the neighborhood of $7 million. It 
seems obvious to me that the interest of the bank in finance ing the lower 
cost drydock is purely on the economics of the thing. 

Assuming this bill were enacted, we could not approve title XI 
mortgage insurance unless we were able to find economic fe: asibility in 
the operation of the drydock, so that merely enacting this bill does not 
necessarily mean that the drydoc k would be built with title XI aid 
because, if the bank is going to have difficulty fin: uncing it on a $7 mil- 
lion cost, we also would have the same difficulty in finding economic 
feasibility. 

Mr. Miter. In other words, they are not going to have a giveaway 
on this. 

The Cuarrman. It is going to be left to your good judgment. I un- 
derstand that. 

Mr. Morse. Mr. Bonner, may I say that come the time where our 
judgment proves to be in error, I hope you will remember that 
remark. 

The Cuatrman. We will not get into that too far. 

Now, Mr. Tollefson. 

Mr. Totierson. Theoretically, this Government insurance program 
does not cost the Government any money, does it, theoretically ? 

Mr. Morse. Theoretically, yes. Wee harge a premium between one- 
half percent on the low side and 1 percent on the high side fixed by 
statute. 

Mr. Totierson. The thought occurs to me, and correct me if I am 
wrong, that provided the drydock is economically feasible, there is 
less chance for a loss with respect to the drydock than there would 
be for a ship traveling back and forth. 

Mr. Morse. What do you mean by loss? Do you mean loss of the 
unit, sinking, or something of that sort ? 

Mr. Totiterson. Yes; or in an emergency by submarine or bomb. 

Mr. Morse. That would be my speculation that there would be less 
chances of loss of that nature. 

Mr. To.ierson. So actually it would seem to me that one of the 
chief concerns of the Maritime then would be only the economic 
feasibility. 

Mr. Morse. That would always be our chief concern because we can 
obtain insurance against marine perils as well as war risk perils and 
the economic feasibility, of course, is the major problem. Obviously, 
if this was a highly profitable operation these people would be able 
to get private financing probably without requiring title XL insurance. 
The need for the title XI insurance arises for two reasons: one is 
the high cost of the unit which, if it were Bethlehem Steel, they would 
finance it without any difficulty but if it is a smaller organization they 
might have more difficulty. 

The other problem, of course, is that there is no definite assurance 
that the program will be a profitable operation. The projections, 
I am sure, indicate that it will be a profitable operation. Otherwise 
these people would not be interested in going ahead with the pro- 
gram. But the banks want more than just wishful thinking. 

Mr. Totierson. I appreciate that. 

Now, coming back to this matter of available docks for repair pur- 
poses, you said there was only one floating drydock that could take 


certain category of vessels. 
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Are there any graving docks that could take care of those vessels? 

Mr. Morse. Yes: there are graving docks on both the Pacifie and 
Atlantic coasts that could accommodate any of these sized vessels. 

Mr. Mitter. Would the gentleman yield ? 

Mr. 'TotitEerson. Yes. 

Mr. Mituer. Those graving docks on the Pacific coast are Navy 
docks ? 

Mr. Morse. They are all Navy on the Pacific coast. 

Of course, these graving docks are used more for ship construction 
than they are for repair work. 

Mr. Mitier. Not only that but in the event of an emergency, would 
not the Navy be very reluctant to allow any of its docks to be tied 
up for any length of time? 

Excuse me. I thought that was a good place to get that in. 

Mr. Toiierson. I have no other ques tions, Mr. Chairman. 

Mr. Mititer. Mr. Morse, I realize that this thing divides itself into 
two parts, one the fiscal or financial part of it, and the other, to me, 
the physical properties that must be in being to meet an emergency. 
There are a number of tankers that are perhaps American owned but 
are under foreign flag. In the event of an emergency we would call 
on them and the ‘y would be invaluable to supplying this country and 
our allies with oil; is that right 2 

Mr. Morse. There are many of them. 

Mr. Mitier. Many of them. I have in mind one which operates in 
the Pacific called, I believe, the World Enterprise, which I believe is 
the biggest ship in the world. 

Are you familiar with it? 

Mr. Morse. That is one of the national bulk carriers. 

Mr. Miuuer. It is over 100,000 tons, I believe. I have no idea of 
the size. 

In the event of emergency a ship of that nature would be par- 
ticularly valuable to us because we all know that one of the causes for 
the present tension is oil and where are you going to get oil and petro- 
leum products? In the event of an emergency could we drydock that 
ship in this country anywhere? 

Mr. Morse. No floating drydocks on the west coast. 

Mr. Mirier. Could she even go into the graving docks ? 

Mr. Morse. Yes. 

Mr. Miter. She could ? 

Mr. Morse. Yes. 

Mr. Miuuer. I believe that there are sister ships like her being built 
now. 

Mr. Morse. It is my understanding that he is building 5 or 6 out 
there. 

Mr. Mitter. But there are still big tankers that would be available 
to us that are registered foreign but form a part of our resource in 
the event of an emergency, and the tankers and big bulk carriers are 
going to play a great part in the next struggle, if there is a struggle, 
no matter where you get them or how you get them. They have to be 
maintained. 

Mr. Morse. There is no question about it. 

Mr. Mirirr. I just wanted to get that into the record. Thank you, 
sir, 








52 SHIP MORTGAGE INSURANCE LEGISLATION 


The Cuarrman. Now, Mr. Morse, if this bill were enacted for na- 
tional-defense purposes, would the availability of this drydock or 
drydocks built under this term be more accessible to the national de- 
fense than they would be if they were built under private financing? 

Mr. Morse. I do not think I understood your question. 

The CuairmMan. I say, if this bill became law, would drydocks built 
under it be more available to the national defense than they would be 
under private financing without Government guaranty / 

Mr. Morse. I think what you are asking is: Would there be more 
drydocks built if there were title XI insurance available to assist in 
the financing ? 

The CuatrMan. That is right. 

Mr. Morse. I would answer that the probabilities are that there 
would be more drydocks built if title XI insurance is made available. 

The CHarrmMan. The other part of it was: Would they be more easily 
available to the national defense than they would be if they were built 
under private pres ing without Government guaranty / 

Mr. Morse. I do not see that that would have anything to do with 
the availability of the drydock itself, if it is in being, whether title XI 
is available or not available. I do not know of any strings attached 
to a title XI mortgage vessel which makes it any more available to the 
Government in the event of an emergency than to another American- 
flag vessel which is not built with title XI insurance. 

The Cuamman. But it would, at this period, encourage the building 
of this type of drydock, and evidence seems to indicate that we should 
have a few more of them built. 

Mr. Morse. It would encourage the building of drydocks. 

The Carman. Are there any questions / 

Mr. Tuomprson. Mr. Chairman. 

The Cuatrman. Mr. Thompson. 

Mr. Tromrson. In your statement you say that, “There are indica- 
tions that, from the mobilization viewpoint, floating drydocks of a 
larger capacity or a different geographical distr ibution m: iy be needed. 
However, the Department of Commerce defers to the knowledge and 
views of the Department of Defense with respect to such mobilization 
needs.” In view of the very strong communication received by this 
committee from the Department of Defense indicating that any legis- 
lation which would encourage further development of these facilities 
would be proper, in their opinion, and, in their opinion, feasible, in 
view of that, would you not approve the passage of this legislation / 

Mr. Morse. You understand, Mr. Thompson, I am not the one who 
can approve or disapprove from the Department position. 

Mr. THompson. Your statement that you made, coupled with the 
recommendation of the Department of Defense. 

Mr. Morse. I would say that, by virtue of the letter from the De- 
partment of Defense, it is pretty clear that we do need these additional 
drydocks for mobilization purposes. 

Mr. Tuompson. So that, in view of what you have said here about 
deferring to the knowledge of the Department of Defense, you would 
recommend that this legisl: ation or legislation similar to this or any 
legislation that would encourage the deve ‘lopment of more such facili- 
ties be approved, would you not ? 

Mr. Morse. Yes, sir. I would doso and I did do so but, nevertheless, 
the Department’s position is opposed to it. 
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The Cuarrman. Let me ask you this. 

Mr. THompson. I am finished, Mr. Chairman. 

The Cuarrman. We passed a bill here some time ago that Com- 
merce and Defense jointly survey this field. Now, in the light of the 
letter that has come down from Defense, has there been a survey re- 
cently in this field that leads Commerce to bring in an adverse 
report ¢ 

Mr. Morse. No, sir. 

The CnairMan. So, then, Commerce has not kept up with the Navy? 

Mr. Morse. I misunderstood you. My answer was not responsive 
to your question. The survey made has not caused Commerce to feel 
that the re isa sufficiency of drydocks. 

The Cuamman. You have been in joint collaboration 

Mr. Morse. We have been; yes, sir. 

The Cuairman. Then Defense takes one position and Commerce 
takes another ¢ 

Mr. Morse. Commerce takes the position it takes solely on monetary 
bases. 

The Carman. Are there any questions, Mr. Allen ? 

Mr. Atien. Mr. Chairman. 

Mr. Morse, some time ago, it seemed to me it was the policy to pro- 
mote this financing from private sources and that the Mortgage Insur- 
ance Act was amended accordingly to make that easier. Is not this 
proposed bill consistent with the legislation that we passed for that 
purpose heretofore / 

Mr. Morse. Yes and no. I do not know of any legislation which 
would enable the Government to build this drydock and sell it on 
credit terms. 

Mr. Auien. I was thinking of raising mortgage insurance from 
90 to 100 percent of the mortgage. 

Mr. Morse. I think it is inconsistent, but then the policy of the 
Department and the Bureau of the Budget is that they do not wish to 
have the title XI base broadened to include vessels, if you can eall 
a drydock a vessel, which are not presently included under title XI. 

Mr. Auten. At this time, does the mortgage-insurance fund show 
a profit or a loss tothe Government / 

Mr. Morse. It shows a loss for the last few years because of the 
Carib Queen default. But for that Carzh Gueen default, we have 
always been in a profit position. 

Mr. Auten. Thank you. 

Mr. Dinceii. Would the gentleman yield ¢ 

Does that mean you have had just one default / 

Mr. Morse. In the last several years. There have been less than 10 
defaults on all of the ships sold under the 1946 Ship Sales Act. 

Mr. Dincett. That would bea total of how many ships sold ? 

Mr. Morse. In excess of 1,000 ships. 

Mr. Dinceti. Ten defaults in excess of 1,000 sales. Mr. Morse, teil 
me this, sir: The loss on those defaults to the Government was far less 
than the value of the ships. Could you give us the dollar value of the 
loss on those ships ? ¢ 

Mr. Morse. I will supply it for the record. 

Mr. Dineeii. That is the loss to the Government. Give it to us 
for the record so that we can see what the real loss here is. 
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Mr. Morse. Those were losses on mortgages, rather than on title 
XI insurance mortgages. Those were vessels owned by the Govern- 
ment, sold on mor trage terms. 

Mr. Dincety. I see. So that that would be helpful, but would not 
necessarily be clearly indicative of the loss that the Government might 
take as applied to, let us say, the provisions of H. R. 13153, 1s that 
right, that we are considering this morning ? 

Mr. Morse. I think it would be indicative, because we apply substan- 
tially similar standards in writing title XI insurance. 

Mr. Dinceit. Would you want to give a breakdown further to show 
what the loss would be under title XI and the Ship Sales Act of 1936? 

Mr. Morse. We would be glad to do that. 

Mr. Dinceti. Thank you. 

(The information referred to follows :) 

The extent of liability of the United States under title XI insurance is con- 
jectural since the ultimate loss, if any, arises from possible defaults in the pay- 
ment of principal and interest on obligations insured. The outstanding amount 
of insured mortgages and commitments to insure mortgages under title XI now 
approximates $230 million. There has been one default in title XI insurance 
involving a mortgage in the original principal amount of $4,112,500. The United 
States bid in the vessel at foreclosure for $3,450,000 and acquired title to it. 
Final loss, if any, depends on the ultimate use or disposition of the vessel. 

Under the Merchant Ship Sales Act of 1946, there were sold, with mortgage aid, 
to foreign applicants for foreign flag and use some 446 vessels, involving original 
mortgage indebtedness of about $230 million. Temporary or technical defaults 
in payment were generally corrected within reasonable periods of time to avoid 
repossession or foreclosure by the Government. Only four vesels have been re- 
possessed by the Government. These vessels originally sold under the Ship Sales 
Act at $1,100,000 each. Of the purchase price, the 25 percent downpayments 
totaling $1,100,000 were paid and $188,000 had been paid on installments before 
the United States repossessed the vessels. The United States now has the title to 
the vessels. 

NotTe.—The similarity of amounts is accidental. 

The Cuarrman. Mr. Ray. 

Mr. Ray. Mr. Chairman. 

I am a little confused about the test of economic soundness which 
vou would apply, assuming this bill became law and you had applica- 
tions before you. 

Mr. Morse, I am referring to the last few lines on page 2 of your 
statement. Does the mobilization importance alter the picture, so 
far as economic soundness goes ? 

Mr. Morse. No, sir; not in the slightest. We look at it purely as a 
commercial venture under title XI. My understanding of our obli- 
gations there is that we act as a prudent businessman in writing title 
XI mortgage insurance in any instance; in other words, that the 
projections of the operation of the vessel show reasonable probability 
of economic feasibility. 

Mr. Ray. Then does it follow that there ought to be more in the way 
of enabling legislation, authorizing legislation, than this bill would 
provide in order to let you take ‘adva antage of the imports ince for 
mobilization purposes? Does that bill go far enough? 

Mr. Morse. Phrasing it in my language, I would say that, for deter- 
mination of whether an operation is or is not economically feasible 
for title XI purposes, we disregard the mobilization value. 

Mr. Ray. Does that mean that this bill goes far enough? 

Mr. Morse. It might or might not result in our being able to write 
title XI insurance. I have not seen the projections on this drydock, 
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whether we would find economic feasibility or whether we could not. 
By reason of the statements of the earlier witnesses that the banks 
would write it if the unit cost is in the neighborhood of $514 million but 
hesitated to write it if it cost $7 million, I think we also would have 

difficulty in finding economic feasibility on a unit cost of $7 million. 

Mr. Ray. What additional legislation would you suggest to cover 
that and bring the mobilization importance into the picture ? 

Mr. Morse. Well, offhand, I only think of two things. One would 
be a subsidy, and I am sure there would be considerable opposition 
to subsidy in a purely domestic type of operation. The only other 
thought I have is that there be an exception in the title XI which 
would s: ay that, on an item where there is a particularly high mobiliza- 
tion requirement, we may disregard the economic-fe: asibility limitation. 

Mr. Ray. Thank you, sir. 

The Cuatrman. Are there any other questions? Mr. Mailliard. 

Mr. Mariuiarp. Mr. Chairman. 

Mr. Morse, on page 2 of your statement, you mention several other 
factors that would have to be met, so that, even though this bill were 
passed, there is still some doubt as to whether you would be able to 
write insurance. What I am getting at is, Should we amend this bill 
if it is the intention of the committee to report it out, to take care of 
the other points you mention on page 2? 

Mr. Morse. Yes; I think it may be necessary. I am not positive 
that other amendments are necessary, but it may be necessary to have 
additional amendments to clearly qualify a floating drydoc k for title 
XI insurance. For one thing, it may be necessary to amend the 
Preferred Ship Mortgage Act to specifically identify a floating dry- 
dock as being subject to a preferred-ship mortgage. Then, also, this 
question of whether a drydock is designed for commercial use, which 
is in the title XI, I think that has reference primarily to transporta- 
tion. 

Mr. Mariur1arp. You have in quotes here, “be designed principally 
for commercial use,” and then you have “(in the sense of transporta- 
tion).” Does that have to be the interpretation? The words them- 
selves might suffice if you do not add your interpretive phrase. 

Mr. Morse. That is our current interpretation, and I am sure our 
interpretation is based on a survey of the legislative history of title 
XI. 

Mr. Maruutarp. But do you not believe that, if we amend it to in- 
clude drydocks, that would be evidence in itself that we did not intend 
interpretation of language elsewhere to prec ‘lude what we have done? 

Mr. Morsr. I would say that your action overrode our interpreta- 
tion. 

Mr. Maiiirarp. I would think so, but there are a lot of distinguished 
lawyers around here, of which I am not one. 

The Chairman. I think it would be good to put this interpretation 
of the Bureau of Customs ruling into the record at this time. 

(The document referred to follows:) 


DOCUMENTATION OF VESSELS 3UREAU OF CUSTOMS RULING 


Treasury Decision 54613 (49), floating drydock, documentation of as a vessel: 
A floating drydock, built in the shape of an unrigged barge or scow, which is 
mobile and not permanently moored, which moves to various repair areas, and 
which is capable of transporting and has been used to transport certain ma- 
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chinery, may be documented as a vessel. Previous rulings which have held 
such floating contrivances intended for use as drydocks in fixed locations not 
to be vessels are distinguishable on the ground that any movement of such 
contrivances by water was merely incidental to bringing the drydock to the 


o> 


site of permanent operations. Bureau telegram dated May 27, 1958 (3-S1817). 


The Cuarrman,. Are there any questions? Mr. Dorn. 

Mr. Dorn. I have no questions. 

The CuarrMan. Mr. Pelly! 

Mr. Petry. Mr. Morse, in your opinion, is this legislation to offset 
a threat of building foreign, or is it actually to make the financing 
costs lower for American construction? In other words, is there 
actually a threat that these floating drydocks might be built in foreign 
countries ? 

Mr. Morse. I know of no threat, as such. The only comment I 
heard was made this morning. 

Mr. Petty. Is it practical, in your opinion, to build them in a for- 
eign country and then tow them back ? 

Mr. Morse. Yes: surely. 

Mr. Petry. And, in the disparity between the two costs, is it, in 
your opinion, an economically advantageous method of getting a 
floating drydock ? 

Mr. Morse. I would have said there would have been a greater 
disparity than was stated by an earlier witness. I am sure there would 
be at least that much spread in the cost. 

Mr. Peciy. And the actual saving by the passage of this legisla- 
tion over the period of the financing would be very substantial; would 
it not ? 

Mr. Morse. To the owner, the only saving would be the interest 
saving. We are very hopeful, and we will know in about a month 
how cheaply money will be available now that the President has 
signed this bill which will enable us to borrow against the Treasury 
in the event of a default. We are very hopeful that commercial i 
terest rate will be in the close proximity of 4 percent or perhaps even 
a fraction below that. 

Mr. Petty. You testified before within three-eighths of the direct 
financing cost of the Federal Government. 

Mr. Morse. Yes. 

Mr. Peiiy. In other words, that would be a very substantial saving 
over what the interest costs would be on just a regular market without 
a Government guaranty. 

Mr. Morse. I would assume that these people would have to pay 5 
or 514 percent anyway, and perhaps 6 percent. 

Mr. Petry. So that that is 114 to 2 percent saving over an extensive 
period of financing, which would be very substantial. 

Mr. Morse. It would be a very substantial inducement to the 
operator. 

Mr. Petty. Have you any idea what it would be on a $5 million to $7 
million floating drydoc k over a 10- or 15-year period ¢ 

Mr. Morse. Well, over the 10 years, the average investment would 
be half, so that that would be within 1 percent and would be $35,000 
a year. 

Mr. Petty. On 2 percent, it would be $75,000? 

Mr. Morse. Yes. 
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Mr. Petty. Thank you. 

The Cuarrman. Mr. Glenn? 

Mr. GLENN. I have no questions. 

The Cuatrrman. Mr. Curtin? 

Mr. Curtin. I have no questions. 

The Cuarrman. Mr. McIntosh ? 

Mr. McInrosu. I have no questions. 

The CuatrMan. We wish to go into executive session. 

Mr. Dincetu. I have just a brief question. 

The Cuarrman. Make it brief. 

Mr. Dincett. I sit on a different committee, which has recently re- 
ceived complaints from the Department of Commerce on the subject 
of loans to industry. I refer specifically to railroads. The Depart- 
ment of Commerce came out and said they favored Federal guaranty 
of loans to railroads. We had no idea of knowing how much that 
Federal responsibility under those guaranties would be, but the Senate 
thought, on the basis of their hearings, that $750 million liability was 
not an unreasonable expectation. There were estimates that ran up 
to $1 billion. 

The Department of Commerce objected to the bill only on the 
grounds that the proposal was that it should be guaranteed through 
the Interstate Commerce Commission rather than through the Depart- 
ment of Commerce. I am wondering; is this not a rather inconsistent 
position on the part of the Department to say, “We favor it for rail- 
roads but we do not favor it for floating drydocks”? 

Mr. Morse. I would prefer you draw your conclusion, s 

Mr. Dinceti. Let me ask you this—— 

The Cuarrman. Thank you, gentlemen, for your testimony this 
morning. 

The committee will now go into executive session. 

Thank you, Mr. Morse. 

(Whereupon at 11:25 a. m., the committee proceeded to executive 
session. ) 
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